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ABSTRACT
This dissertation seeks to address the following research question: How does export
diversification impact economic growth in Small Island Developing States? More specifically,
this dissertation sheds light on the strength and nature of the relationship between export
diversification and economic growth with a focus on Small Island Developing States (SIDS).
Informed by prior literature and the empirical analysis in this dissertation, I propose a conceptual
industry development model that aims to stimulate and promote export development,
diversification, and growth within the context of Small Island Developing States in general and
with a specific focus on The Bahamas. In accordance with USF’s DBA Dissertation Proposal
guidelines, dissertation option 2, which includes a collection of three discrete papers has been
selected to present the research. The three papers form a coherent set of contributions, with
each paper building on and informed by the previous paper.
Paper 1, titled “How Does Export Diversification Impact Economic Growth?”, has been
accepted for publication by the Muma Business Review (MBR) and is in press. Paper 1 is
presented in its entirety in Appendix H. This paper utilizes a mixed method approach to conduct
a literature review of existing econometric studies to determine the key drivers of export
diversification and economic growth, and to examine whether export diversification enhances or
stifles economic growth. The paper differs from previous studies as it focuses on identifying the
key variables used, the frequency with which they are used and their degree of significance
based on a sample of 48 econometric studies that focused on measuring export diversification,
economic growth and the linkage between the two within the context of developed and
developing countries. The study highlights a key gap in the existing literature, namely a lack of
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empirical studies focused on how export diversification may or may not contribute to economic
growth in the context of small island states.
Paper 2 titled “The Relationship Between Export Diversification & Economic Growth: A
Comparative Analysis with a Focus on Small Island States” employs panel data for 69
economies, segmented by country classification and geography, across a timespan from 1995
to 2007 to examine the empirical relationship between export diversification and economic
growth in Small Island Developing States (SIDS), an area for which theory has conflicting views
and virtually no empirical research has been undertaken. Consistent with previous research and
robust to different specifications of the growth equation, the empirical results find a non-linear,
U-shaped relationship between export concentration and economic growth. Further, the study
finds that the U-shaped relationship is moderated by the size of the population whereby small
nation states, inclusive of small island states, seem to benefit more from export diversification
as compared to mid-size and large economies.
Paper 3 titled “A Conceptual Model to Promote Export Diversification & Economic
Growth in Small Island Developing States (SIDS) – An Application to The Bahamas” is a policy
paper. Based upon a theoretical assessment of the drivers of export diversification as performed
in paper 1 and an empirical study of export diversification and economic growth which
establishes that small island states seem to benefit more from export diversification as
compared to mid-size and large economies as found in paper 2, this paper (1) outlines The
Bahamas’ prior efforts at diversifying the economic and export base of the country, (2) identifies
obstacles such as high debt and education, (3) reviews successful Small Advanced States
(SAS) and SIDs to understand the strategies and action steps taken to fuel export
diversification, (4) posits a conceptual model for The Bahamas utilizing key trade mechanisms
inclusive of business incubators supported by EPZs and E-commerce, and (5) offers specific
policy recommendations to create jobs, diversify the economy and revitalize growth in The
Bahamas.
vi

CHAPTER ONE:
PAPER 2 – THE RELATIONSHIP BETWEEN EXPORT DIVERSIFICATION & ECONOMIC
GROWTH: A COMPARATIVE ANALYSIS WITH A FOCUS ON SMALL ISLAND STATES

Abstract
This paper examines the relationship between export diversification and economic
growth in Small Island Developing States (SIDS), an area for which theory has conflicting views
and virtually no empirical research has been undertaken. Empirical evidence shows a significant
gap in the export diversification and economic growth experience of SIDS generally, although
several small nation states have managed to close the gap with respect to key indicators and
successfully evolve from developing to advanced economy status, suggesting that there may be
a path by which SIDS can become economically advanced. Utilizing data from 1995 to 2007 for
69 economies segmented by country classification and geography, the empirical results find a
non-linear, U-shaped relationship between export concentration and economic growth. This
finding is consistent with previous research and robust to different specifications of the growth
equation. Further, the study finds that the U-shaped relationship is moderated by the size of the
population whereby small nation states, inclusive of small island states, seem to benefit more
from export diversification as compared to mid-size and large economies. The findings have
noteworthy policy implications for SIDS policymakers seeking to strengthen and improve the
diversification, stability and economic growth trajectory of their economies.
Introduction
This paper uses panel data for 69 economies across a timespan from 1995 to 2007 to
examine the relationship between export diversification and economic growth, with a focus on
1

Small Island Developing States (SIDS). Based on the literature, there have been remarkably
few systematic empirical investigations into the implied links between export diversification and
long-term economic growth (Al-Marhubi, 2000), whether focused on a broad cross-section of
economies globally, or SIDS in particular. Whether and how export diversification impacts
economic growth in SIDs cannot be inferred from existing evidence since, in addition to the
challenges experienced by developing countries generally, diversification is particularly
challenging for small island states because in many cases they possess a narrow resource
base and are prone to unique vulnerabilities which constrain their ability to nurture, finance and
develop multiple industries. In this regard, a 2002 UN report found that in addition to the
problems faced by developing countries generally, SIDS experience specific problems that arise
from the interplay of a number of special factors (UWI, 2002). Among these are their smallness,
remoteness, geographical dispersion (Appendix A), vulnerability to natural disasters, the fragility
of their ecosystems, constraints on transportation and communication, isolation from markets,
lack of natural resources, limited fresh water supplies, heavy dependence on imports and
limited commodities, depletion of non-renewable resources, migration (particularly of personnel
with high-level skill) and their limited ability to reap the benefits of economies of scale (UWI,
2002). Yet there are several small islands that have successfully evolved from developing to
developed (or advanced) status, suggesting that there may be a path by which SIDS can
become economically advanced (see Appendix B).
Following World War II (WWII), many former colonies located in Africa, Latin America,
the Caribbean, and Asia attained independence during the early 1960s and 1970s and began
their quest for advanced development status inclusive of higher standards of living, job creation
and wealth generation. However, almost 60 years later, less than 10% (i.e., 16) of the world’s
193 economies have successfully transitioned from developing to advanced status with the
number of advanced economies increasing from approximately 20 in 1960 to 36 at present.
Conversely, the number of developing economies (157) remain disproportionately high. As
2

these figures suggest, the transition period for a country to move from developing to advanced
status can be protracted and elusive with an overwhelming number of countries stuck in
transition. Furthermore, it is noteworthy that not one advanced sovereign state is located in
Africa, Latin America or the Caribbean regions (Appendix B). The 36 advanced economies are
all geographically centralized in Europe, North America ,and to a lesser extent, Asia (Appendix
C) while developing economies are overwhelmingly located in Africa, Latin America, the
Caribbean, and Asia. Based on the literature, within the last century there have only been two
instances of rapid and sustained economic growth generally across countries. The first occurred
with several European countries in the immediate post-WWII period, and the second occurred
with a group of East and Southeast Asian countries which grew at an unprecedented and
sustained average rate of over 5.5% per year (in per capita terms) over the 30-year period
between 1965 and 1995 (Radelet, Sachs, & Lee, 2001). While the U.S.-led Marshall Plan is
largely credited with the growth that the European countries experienced in the immediate postWWII period, there is growing consensus in the literature that export-led growth policies,
inclusive of export development and diversification, served as the primary catalyst for the growth
experienced in East and Southeast Asian countries (Samen, 2010).
Despite the major paradigm shift toward export-led growth policies, virtually no research
has been undertaken to (1) assess the degree to which the export structures of developing
countries in regions such as Latin American and the Caribbean have, in fact, diversified (Taylor,
2003) and (2) determine the associated impact on their economic growth experience. Thus, a
study of the export diversification and growth experience of SIDS relative to advanced and
emerging economies is informative for SIDS policymakers seeking to understand and improve
the development trajectory of their economies.
The empirical literature on the link between export diversification and per capita income
is very small (Al-Marhubi, 2000; Hesse, 2007, 2008). Several studies touch upon the
relationship and lament the lack of empirical evidence that export diversification is associated
3

with faster growth and that the relationship is economically meaningful (Agosin, Alvarez, &
Bravo‐Ortega, 2011; Al-Marhubi, 2000; Cadot, Carrère, & Strauss-Kahn, 2011; Hesse, 2008;
Lederman & Maloney, 2003; Mejía, 2011). However, theoretical and empirical uncertainties still
exist on the precise nature of the relationship (Naudé & Rossouw, 2011; Van Zandt, Dutt, &
Mihov, 2011). For instance, Imbs and Wacziarg (2003), in a seminal study, find a U-shaped
pattern whereby countries in the early stages of their development diversify production and
specialize at higher income levels. Several economists, following up on the work of Imbs and
Wacziarg (2003), examined the pattern of the relationship between export diversification and
economic growth and reported similar findings in that the effect of export concentration on
economic growth is potentially nonlinear (U-shaped) with poorer countries benefiting from
diversifying their exports in contrast to richer countries that perform better with export
specialization (Hesse, 2008)(Hesse, 2007). However, other researchers poignantly note that
such studies simply present a pattern between development and diversification, while leaving
aside questions of causality (Van Zandt et al., 2011).
If export diversification promotes the economic growth of SIDS, this would certainly be of
importance to policymakers in many developing countries, because their economies are
generally characterized by the lack thereof (Zhang, 2003). The lack of research focused on
SIDs is surprising since SIDS represent an aggregate (domestic) population of 67 million with a
combined GDP of $605 billion and are often located in geographic areas that are particularly
prone to weather or other natural events that may significantly impact their growth and long-term
survival.
Using data for 69 countries, including 14 SIDS, over the period 1995 to 2007, I estimate
panel models with country fixed effects of GDP per capita on export concentration and a set of
control variables that is standard in the literature. Consistent with previous research and robust
to changes in the econometric specification used and corrections for heteroscedasticity, I find a
non-linear, U-shaped relationship between export concentration and economic growth whereby
4

export concentration, or conversely export diversification, is an important determinant of
economic growth across all economies. Throughout the study, a differential effect of export
concentration on economic growth was observed between SIDS and non-SIDS economies with
a total population having a moderating effect on the relationship. The study finds that small
countries, that is island states, benefit more from export diversification, compared to mid-size
and large countries suggesting that export diversification is an effective mechanism to drive
economic growth in islands.
This study contributes to the literature on economic growth by focusing on the SIDS.
Specifically, I add to the literature that examines the relationship between export diversification
and growth and document a non-linear and economically important relation between export
diversification and economic growth among SIDS. I show that although SIDS are among the
smallest countries in the world with unique challenges that could derail any effort to achieve
growth through diversification, it appears that they benefit more from diversified exports than
their non-SIDS counterparts. This paper also contributes to policymaking in that the results
suggest that export diversification is a sound policy for SIDS to drive economic growth.
However, the findings also suggest that there are limits as to how much SIDS can diversify their
exports given a natural constraint imposed by their limited resources base, which, if fragmented
too extensively in a quest to further increase export diversification will adversely affect potential
economies of scale, erode unique factor endowments (land, human capital, financial capital,
etc.) or crowd out funding for activities for which the SIDS has an absolute or comparative
advantage.
The remainder of the paper is as follows: a discussion of the relevant theory and
hypotheses; brief discussion of data and methodology; the results; discussion and conclusion;
and appendices.

5

Theory and Hypothesis
Theory
There is tremendous tension in the literature regarding the factors that drive economic
growth. Inasmuch as there is some consensus in the growth literature that trade and economic
factors, inclusive of export diversification, are associated with faster growth and that the
relationship between export diversification and growth is economically large, there are other
perspectives that also hold prominence in the empirical literature. In this regard, a second
perspective is that location and climate have large effects on income levels and income growth
through their effects on transportation costs, disease burden, and agricultural productivity
among other channels (Gallup, Sachs, & Mellinger, 1999; Radelet et al., 2001). A third
perspective is that the quality of institutions in a country (inclusive of rule of law and
bureaucratic corruption) are also important determinants of growth which matter more than both
the trade and economic factors and the geographic factors (Rodrik, 2002; Rodrik, Subramanian,
& Trebbi, 2004; Van Zandt et al., 2011). Finally, there are other economists who take a more
moderate approach in arguing that differing factors matter depending upon a country’s level of
income or development (Barro, 1996, 2003; Lee & Kim, 2009).
The literature suggests that the current level of income and development observed in
developing countries was greatly influenced by the economic theories and development
strategies that prevailed at a given time. In this regard, as former colonies located throughout
Africa, Latin America, the Caribbean, and Asia struggled to develop their economies during the
early 1960s and 1970s, Europe and the other developed countries commissioned economists to
formulate strategies, analogous to the Marshall Plan, to facilitate growth and development of
their backward and poverty-stricken former colonies (Gore, 2000). It was against this backdrop
that various economic growth and development theories gained prominence beginning with
Linear Stages of Growth theory (1950s) followed by Structuralism and Dependency theories
(1950s–1970s), Neoclassical theory (1960s–1980s) and most recently, New Growth theories
6

(Endogenous and Exogenous) in the 1990s. Based on these theories, various development
strategies emerged which directly impacted upon the export diversification and growth
experiences of many developing countries.
For instance, prior to WWII, the prevailing development strategy in many developing
countries and particularly in Latin America, Africa, and South Asia was free trade, premised on
Adam Smith and David Ricardo’s classical trade theories of comparative advantage,
specialization, and international labor division (Samen, 2010). Following WWII, and heavily
influenced by the 1950 Prebisch-Singer hypothesis, the development strategy shifted in favor of
import substitution (premised on structuralism and dependency theories) coupled with extensive
use of restrictive trade policies to drive development (Samen, 2010). However, by the mid1980s, in light of the dismal economic performance of many developing countries that
implemented import substitution and restrictive trade policies in the 1960s and 1970s, in
contrast to the success story of high-performing East Asian economies that adopted export-led
growth policies, the primary development paradigm again undertook a major shift from import
substitution-led growth to that of export-led growth and openness to international markets
(Samen, 2010; Taylor, 2003). Despite the major paradigm shift toward export-led growth
policies, virtually no research has been undertaken to assess the degree to which the export
structures of developing countries in regions such as Latin American and the Caribbean have, in
fact, diversified (Taylor, 2003).
Meanwhile, more recent theories suggest that countries pursue diversification premised
on innovation as opposed to comparative advantage (Hausmann, Hwang, & Rodrik, 2007;
Hausmann & Rodrik, 2003). However, there is the recognition that while positive outcomes lead
to quick adoption in the marketplace, loss outcomes are personalized to the entrepreneur which
tend to dissuade/discourage risk-taking, thereby retarding industry expansion and diversification
(Hausmann et al., 2007). These theories thusly suggest that government has a critical role to
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play in supporting export diversification and innovation by supporting research and
development, thereby offsetting the losses experienced at the individual level.
Another prominent theory that impacts this study is the Imbs and Wacziarg (2003)
hypothesis which postulates that countries grow through stages of diversification which follows a
U-shaped pattern. At low-income levels, countries specialize; then, as they move along the
development continuum and their incomes increase, they diversify their economic base. Further,
these countries tend to stay in the diversifying stage until their income reaches a threshold level,
which according to the Imbs and Wacziarg (2003) study is at around $9K. At this income
threshold, economies tend to return to a pattern of re-specialization as they focus on producing
higher-level products.
Further, a factor-endowment theory of trade as exemplified by insights from the theory of
comparative advantage and Hecksher-Ohlin theory of trade (Ohlin, 1967; Ricardo, 1951) would
suggest that for SIDS, the relationship between export diversification and economic growth
would be positive as SIDS would export those products and services in which it has potentially a
comparative advantage, based on specific factor endowments. However, SIDS naturally have
some physical and resource limitations that, if further fragmented due to diversification policies,
would diminish or even crowd out the effectiveness of unique factor endowments and as a
consequence, this will come to hurt trade and therefore economic growth.
Finally, as this study is focused on the export diversification-economic growth nexus
within the context of SIDS, a literature review on the effect of demographic changes on
economic growth was conducted which found that country size, as a determinant of economic
growth has received limited attention. One reason offered for the limited attention is that the
traditional measures of country size (population or land area) used alone in growth regressions,
generally do not have much explanatory power (Alesina, Spolaore, & Wacziarg, 2005). While
theoretical studies generally agree that the size of larger countries is economically
advantageous for growth, there is no consensus in the empirical literature. For instance, in a
8

highly cited study, Rose (2006), using panel data for 200 countries over forty years, finds no
evidence that country size matters for economic outcomes. Conversely, Alouini and Hubert
(2018), using multiple measures for country size (including population, GDP and arable land)
contradicted Rose (2006), finding a signiﬁcant negative conditional correlation between country
size and GDP growth for all countries. Similarly, Alesina et al. (2005), while not indicating the
direction of impact, also find that size matters for economic performance. The lack of consensus
on the effect of size extends to small states. While some researchers find no empirical evidence
of a systematic negative relationship between small size and growth despite a priori expectation
(Armstrong & Read, 2003; Easterly & Kraay, 2000), others find no consensus in the empirical
studies on the effects of country size on economic growth for small states (Brito, 2015).
Hypotheses
Based on the conceptual arguments presented above, I hypothesize the following:
H1 Export diversification has a positive effect on economic growth.
H2 SIDS are generally less diversified than non-SIDS countries and the export
concentration observed in SIDS negatively affects (hinders) their economic growth.
H3 Country size positively affects the export diversification and economic growth experience
of countries.
Data and Methodology
Data
In this section, I briefly describe the data used in the paper. I use annual data on 100
countries inclusive of 32 SIDS, 10 Small Advanced States (SAS), 29 Other Advanced States
(OAS) and 29 Other Developing States (ODS) (see Appendix B) spanning the 46-year period
from 1970 to 2015. Although our sample data spans 1970 to 2015, which is reflected in the
descriptive statistics, due to the unavailability of data on some variables required for the
empirical models, only data on 69 countries inclusive of 14 SIDS, five (5) SAS, 27 OAS and 23
ODS from 1995 to 2007 are utilized in the econometric models. In addition, some countries
9

have gaps in the data available throughout the sample. Unfortunately, this is a consequence of
including many developing countries inclusive of small island states in the sample. Our final
sample consists of an unbalanced panel of 69 countries with between 1 and 12 years of
complete data responses for each country with a total of 652 country-year observations. The
fact that the panel is unbalanced does not cause any issues in the estimation.
Dependent variable. Based on the literature review, the natural log of GDP per capita
(in GDP per capita) is used as the dependent variable. The source for this data is UNCTAD
(2017).
Independent variables. Our key independent variable of interest is export diversification
or the variable I used in the empirical analysis, export concentration. This variable is the Theil
index, a concentration index used to measure changes in a country’s export structure, to assess
the extent of export diversification (Balavac, 2012). The index is inversely related to the degree
of diversification: it is zero if exports are equally distributed among n export lines (i.e., perfect
diversification) and it achieves its maximum value, ln(n), if all exports are concentrated in a
single export line, while the export in other lines is equal to 0 (i.e., perfect concentration). Based
on the literature, increases in export concentration generally retards economic growth. The
source for this data is the IMF database.
Control variables. Based on empirical evidence, other variables that promote economic
growth include rule of law, investment, favorable movements in the terms of trade, higher
education, increased life expectancy and increased international openness while the factors that
inhibit economic growth are government consumption to GDP, national debt to GDP, and
excessive exchange rate volatility and overvaluation. While there is some consensus in the
literature that increasing population growth rates retard economic growth, some researchers
have found that where the growth rate of the productive sector of the population outstrips the
growth rate of the overall population, the net impact is favorable for economic growth. Similarly,
the literature is unsettled on the impact of population size on economic growth although the
10

theoretical literature suggests that larger population supports economic growth. There is some
consensus in the literature that foreign direct investment retards export diversification; however,
the literature is less clear on its impact on economic growth. See Appendix D for definitions and
data sources.
Methodology
To analyze the data, I adopted a feasible generalized least squares (FGLS)
specification. This procedure was chosen as several significant problems were observed among
the panels. A Breusch-Pagan LM test revealed significant cross-sectional dependence (²(2135)
= 7866, p < 0.001). A Woolridge test revealed significant serial correlation among the
idiosyncratic error terms (²(1) = 231.7, p < 0.001). And a Breusch-Pagan test revealed
significant heteroskedasticity (BP(78) = 915.72, p < 0.001). Therefore, I opted to utilize FGLS
regression models to analyze the data. Below are the specific econometric models that are
tested.
I use the country fixed effect panel models to examine the relationship between export
concentration and economic growth. Thus, I estimate the following economic growth equation:
Model 1:
ln(GDPpci,t) = β0 + β1EXPORT_CONi,t + Xi,t + γi + εi,t.

(1)

where ln(GDPpci,t) denotes the natural log of GDP per capita in period t for country i;
EXPORT_CONi,t is the Theil Index of export concentration, Xi,t is a vector of the control variables
that are potential determinants of growth (i.e., trade openness, investment, secondary
enrollment ratio, total population, foreign direct investment, government consumption to GDP,
debt to GDP, exchange rate and male life expectancy),  is a vector of coefficients on the
controls, γi represents country fixed effects to account for omitted time-invariant country-level
variables that could affect economic growth, and εi,t is the model residuals. It is important to
point out that the relation between the independent variables and the dependent variable in the
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country fixed effects model is estimated using the within-country estimator. That is, the model
estimates the change in the dependent variable due to a unit change in the independent
variables, within countries. Consequently, the dependent variable is the level of GDP per capita,
but the estimated relation is interpreted as the impact on the change in ln(GDPpci,t) or growth
rate.
I then consider the fact that previous empirical studies find a non-linear, U-shaped
relationship between export diversification and economic growth. So, to test for non-linearity in
the export diversification-economic growth relationship, I add a quadratic term for
EXPORT_CON. Accordingly, I use a country fixed-effect model that estimates the following
equation:
Model 2:
ln(GDPpci,t) = β0 + β1EXPORT_CONi,t + β2EXPORT_CON2i,t + Xi,t + γi + εi,t.

(2)

where all variables are as previously described.
Finally, the theoretical literature suggests that a defining factor for SIDS, relative to other
countries, is their small population size, which presents a diversification challenges due to
economies of scale constraints. Accordingly, I modify Model 2 by adding an interaction term
between export concentration and population to estimate the following equation:
Model 3:
ln(GDPpci,t) = β0 + β1EXPORT_CONi,t + β2EXPORT_CON2i,t + β3POP + β4EXPORT_CONi,t
*POPi,t + β5EXPORT_CON2i,t*POPi,t + Xi,t + γi + εi,t..

(3)

where all variables are as previously described.
Results
Summary Statistics
Trends in export diversification and economic growth of SIDS. Little or no attention
has been given to the widening gap in the export development and diversification experience of
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SIDs relative to non-SIDS. Over the last 70 years, world exports grew more than 300-fold
between 1948 and 2014 from $59 billion to $18.5 trillion (Appendix E), with advanced
economies in Europe, North America, Oceania, and Asia dominating world export trade, while
developing economies of Africa, Latin America, and The Caribbean precipitously lost ground. In
2014, exports emanating from advanced economies accounted for 51% of total exports (down
from 66% in 1948) while exports from developing economies grew to 45% (up from 32% in
1948) during the same period. However, the impressive gains achieved by developing
economies occurred exclusively within Asian economies whose exports accounted for all of the
gains realized within the developing economies group. Concomitantly, exports from the
developing economies of Africa, Latin America, and The Caribbean, inclusive of many SIDS,
deteriorated from a high of 20% in 1948 to less than 9% by 2014.
As shown in Table 1, while export diversification generally improved across all key
export performance indicators for all countries during the 1970–2015 period, Tables 2A and 2B
reveal that the export development and diversification experience of SIDS, relative to other
groups (by country classification and geographic location), has consistently lagged behind the
other three groups. As shown in Table 2A, while the share of export to GDP for SAS, ODS and
OAS expanded during the 1970-2015 period from 29.81%, 19.14%, and 19.74% respectively to
32.7%, 34.54%, and 40.14% respectively, the share of export to GDP for the average SIDS
economy actually contracted from 24.64% to 17.17%. Likewise, on the other indicators of export
diversification reflected in Tables 2A and 2B, the SIDS performance figures consistently and
materially lag behind the NON-SIDS groups. Unsurprisingly then, the gap in the export
development and diversification experience of SIDs relative to the other economies is
pronounced, both in terms of country classification and geographic distribution.
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Table 1. Export Diversification Trends- Country Classification, 1970–2015

A direct comparison of SIDs to SAS as shown in Table 2A indicates that while the
number of export products and trading partners for SIDs improved from 812 to 1,023 and 55 to
73, respectively, suggesting that SIDS expanded their export base and are less reliant on one
trading partner (or a group of trading partners), the SAS economies significantly outperformed
the SIDs economies with the number of export products and trading partners ranging from 2,417
to 2,958 and 109 to 159, respectively. Similar gaps exist among SIDS versus the non-SIDS
groups. Likewise, from a geographic perspective, as shown in Table 2B, the economies located
in Europe, North America, Asia and Latin America, which represent primarily OAS and ODS
economies, reflect higher levels of export diversification across all indicators as compared to
SIDS economies which are primarily located in the Caribbean, Pacific, Indian Ocean and African
regions.
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Table 2. Export Diversification Trends
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Descriptive Statistics
Table 3 provides averages of economic growth, GDP per capita, export concentration
and other variables for 1970–2015 as well as 1995–2007, the sample period used in the
empirical models below. Similar to the preliminary findings presented in the trend analysis
above, the summary statistics confirm that SIDS underperform other country groupings in
economic growth, income, and export diversification. Hence, there is reason to think that the
patterns observed in the trend and summary statistics have significant implications for the
export diversification-economic growth experience of SIDS.

Table 3. Summary Statistics
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Empirical Results
While the study examines the relationship between export diversification and economic
growth, the Theil concentration index, which is the inverse of diversification, is used in the
econometric models that follow. As previously noted, the results are based on a total of 69
countries over the period 1995–2007.
Evidence from a Linear Model of All Countries
Table 4 shows Model 1, the results from a within (“fixed effects”) FGLS model, with
country effects in which the dependent variable is ln (GDP per capita), the primary independent
variables is export concentration, and the control variables are those discussed in the previous
section. The utilized panel consisted of 69 economies with between 1 and 12 years of complete
responses each. The total number of country-year observations is 652. From the model results
below, I observe that the relationship between export concentration and economic growth in the
full sample is significant and negative. The evidence indicates that for every unit increase in
export concentration, there is a roughly 2.5%1 decrease in GDP per capita, all other variables
being held constant. Stated differently, this result supports the claim that export diversification
fosters economic growth across a broad range of countries that are different in income levels,
level of export diversification, population size and geographic location. A significant effect was
found for all control variables except log total population and government expenditure to GDP.
Among the control variables, it is noteworthy that for every one-year increase in male life
expectancy, there is an estimated 2.8% increase in GDP per capita which, based on the
literature, may suggest greater productivity of the workforce. Both the exchange rate and debt to
GDP independent variables have the expected negative sign.

Because the dependent variable is ln(GDP per capita), the reported coefficient estimate of -0.02526 requires some manipulation to obtain the
effect of the independent variable on GDP per capita, the dependent variable. Hence, compute: 100*(exp(beta)-1) to get the 2.5% change in
GDP per capita, for a unit increase of the independent variable.
1
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Table 4. FGLS Results for Model 1

Evidence from a Model with Quadratic Export Concentration
A quadratic term for export concentration was added to the model (Model 2) applied to
the overall sample of countries to explore possible quadratic non-linearity in the relationship
between export concentration and economic growth. The results of this model fit are provided in
Table 5. In this table, I observe that the quadratic term is insignificant (p-value = 0.612),
suggesting that there is not a non-linear relationship between export concentration and log GDP
per capita in the full sample when controlling for the other variables in the model. Somewhat
surprisingly, the inclusion of a possible nonlinear effect also resulted in the insignificance of the
linear component of the export concentration variable, perhaps because for this sample of
countries both components of export concentration are highly correlated, resulting in
multicollinearity. Main effects were significant for the remaining independent variables with the
exception of lagged FDI and secondary enrollment rate. It is interesting that with the inclusion of
the quadratic export concentration variable, the relative contribution of the log total population
variable to economic growth jumps significantly, suggesting that population size factors
prominently in the export diversification-economic growth equation. Similarly, the model
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suggests that increases in male life expectancy also positively impacts economic growth.
Negative effects were observed for debt to GDP, government expenditure to GDP and
exchange rates as expected.
Table 5. FGLS Results for Model 2 with Quadratic Export Concentration

Impact of Export Concentration on SIDS
Thus far, the evidence indicates that export concentration has a negative, statistically
significant, and economically meaningful impact on economic growth. As noted, the main focus
is on the relation between economic growth and export concentration for SIDS. However,
because I estimate a fixed effects panel model, I am unable to use an interaction term between
export concentration and a SIDS dummy variable to explore whether the impact of export
concentration is different for the SIDS. That is, since the designation of a SIDS does not vary
over the sample period, the effect of a SIDS dummy variable cannot be distinguished from the
effect of other time-invariant variables such as the country fixed effects. Therefore, to address
the question of whether the impact of export concentration is different for SIDS, I re-estimate
Model 2, with the quadratic term, for SIDS and non-SIDS, respectively.
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Table 6 shows a within (“fixed effects”) FGLS model, with country fixed effects, for log
GDP per capita on export concentration and the control variables mentioned in the previous
section. Since the panel was restricted to SIDS economies, the panel consists of 14 countries
with up to 11 years of complete responses each. The total number of observations was 93. In
this table, I observe that, as expected, the linear export concentration term is negative and
highly significant, therefore indicating that, on average, export concentration retards economic
growth. Interestingly, for the sample of SIDS, the quadratic term is positive and significant (p <
0.001) and, as would be expected, smaller in magnitude than the linear coefficient estimate on
export concentration. Thus, in the subsample of SIDS, the study finds a nonlinear, U-shaped
relationship, whereby SIDS that have exports concentrated in one industry or those where
exports are spread across a wide array of industries achieve better results in boosting economic
growth.
For the SIDS nonlinear model reflected in Table 6, the turning or inflection point of the U
shape, where the value of economic growth begins to change direction, occurs when the
independent variable (Theil concentration index) reaches approximately 3.90.2 So, in the
context of SIDS where their economies likely start with highly concentrated exports, growth
would tend to decline at first as the economy achieves export diversification and then begin to
increase after the Theil ratio of export concentration goes below 3.90. The results suggest that
the benefits of export diversification to SIDs is economically large because of the large linear
coefficient estimate on the concentration index (-0.2217), which is only offset by the relatively
small coefficient estimate on the quadratic term (0.0284).

2

Given that the coefficient on export concentration = -0.2217 and on export_concentration^2 = 0.0284, the turning
point is at a concentration index of approximately -(-0.2217)/(2*0.0284) = 3.90.
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Table 6. FGLS Results for Model 2- with Quadratic- SIDS

Among the control variables, debt-to-GDP and log total population were the only
insignificant control variables. Consistent with literature and as seen in the previous model,
negative effects were observed for debt to GDP and government expenditure relative to log
GDP per capita. Further, trade openness, which was found to have negative effects on
economic growth for SIDS, is particularly interesting because the theoretical literature on the
impact of trade openness on growth remains lively and unsettled, particularly as it relates to
SIDS with some theorists postulating a positive relationship while others suggesting a negative
relationship. Finally, education and log total population were both observed to have negative
effects on economic growth, a finding which is unexpected and deserves further study. To
examine the nonlinearity further Figure 1 plots changes in ln(GDP per capita) against changes
in export concentration to illustrate the approximate overall impact of both the linear and
nonlinear components of export concentration on per capita income. The figure indicates that
growth declines as export concentration increases from a low level (exports are highly
diversified), but when export concentration gets above 3.9 on the Theil index, growth begins to
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increase. The finding suggests that a SIDS with highly concentrated exports could experience
strong economic growth. One concern with concentrated exports for a small state is that
concentration is associated with economic instability as the price of or demand for the relatively
few items exported could experience significant decline or volatility over time. The concern for
the instability in economic growth should induce greater export diversification. The evidence
uncovered in this study implies that as the small islands state diversifies its exports there is a
decline in growth up to a concentration index of approximately 3.90. However, as the state
continues to diversify there is a positive impact on growth.
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Figure 1. Changes in GDP per Capita and Export Concentration for SIDS
Impact of Export Concentration on Non-SIDS
Table 7 reports the results of a within (“fixed effects”) FGLS model with country fixed
effects for log GDP per capita on export concentration and control variables for non-SIDS
countries. The sample consists of a panel of 55 countries with up to 12 years of data. The total
number of country-years is 559. In this table, the evidence indicates that all main effects,
inclusive of the quadratic term are significant with the quadratic term indicating that a non-linear
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relationship exists between export concentration and GPD per capita. Similar to the non-linear
relationship found in the SIDS model, the nonlinear relationship found in this model is
interesting, since the full sample that includes both SIDS and non-SIDS does not find a
nonlinear relationship. A comparison of the coefficient estimates on the linear effect of export
concentration of these and the results for SIDS (-0.1249 vs -0.2217) suggests that the impact of
export diversification on economic growth for SIDs is greater than that for non-SIDS. Further,
similar to the SIDS nonlinear model, the turning or inflection point of the U shape, where the
value of economic growth begins to change direction for non-SIDS, occurs when the Theil index
reaches approximately 3.46.
Consistent with the literature and as seen in the previous model, negative effects are
observed for several control variables including foreign exchange, debt to GDP and government
expenditure relative to log GDP per capita. Likewise, as reflected in earlier models, with the
inclusion of the quadratic export concentration variable, the relative contribution of the log total
population features prominently in the export diversification-economic growth equation along
with male life expectancy, both of which positively impact economic growth.
Figure 2 plots changes in ln(GDP per capita) against export concentration. The values in
this plot have the same meaning as in the previous section and clearly establish the nonlinear
relation. In this figure, I observe that a unit increase in export concentration corresponds to a
decrease in GDP per capita up to about 3.50, and then corresponds to an increase in GDP per
capita.
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Table 7. FGLS Results for Model 2- with Quadratic- non-SIDS
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Figure 2. Changes in GDP per Capita and Export Concentration for Non-SIDS
Alternative Specification of the Relation between Export Concentration and
Economic Growth
To examine further the impact of concentration on growth for small states I estimate
Model 3, which includes an interaction term – export_concentration × pop_total_log. Table 8
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shows a within (“fixed effects”) FGLS model with country fixed effects for log GDP per capita on
export concentration with control variables mentioned in the previous section included. The
utilized panel consisted of 69 countries with up to 12 years of data. The total number of
observations was 652.
The benefits of export diversification to economic growth is also evident in this model
specification, as reflected by the large and significant coefficient estimate on export
concentration and the relatively small coefficient estimate on the squared concentration
variable. The turning or inflection point of the U shape, where the value of economic growth
begins to change direction occurs when the Theil index reaches approximately 5.29.
The results also indicate that the interaction between log total population and export
concentration and between log total population and the square of export concentration are
significant. The fact that the coefficient on each of the interactions are of opposite sign to export
concentration and squared concentration, respectively, implies that increases in population size
partly offset the negative impact of export concentration on economic growth. That is, increases
in population compounds the positive effect of export diversification on economic growth. An
implication of this finding for SIDS is that because they typically have relatively small
populations, even a large percentage increase in their population would not necessarily induce
significantly greater economic growth through the export diversification channel. Lagged FDI
and secondary enrollment ratio were the only non-significant effects. As expected and
consistent with earlier models, negative effects were observed for several significant control
variables including foreign exchange, debt to GDP and government expenditure relative to log
GDP per capita.
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Table 8. FGLS Results for Model 3- Quadratic & Interactions

Discussion and Conclusion
Despite a growing consensus that export-led growth policies, inclusive of export
development and diversification have served as a primary catalyst for sustained economic
growth (Radelet et al., 2001; Samen, 2010), virtually no empirical research has been
undertaken to assess the degree to which export structures of developing countries have in fact
diversified (Taylor, 2003) and evaluate the associated impact on economic growth. Thus, this
study revisits the export diversification-economic growth debate, to specifically examine whether
export diversification matters for economic growth within SIDS.
Using panel estimations, our empirical tests find a negative, statistically significant, and
economically material nonlinear relation between export concentration and economic growth,
thus confirming the importance of export concentration (or conversely export diversification) as
a determinant of economic growth. I also find evidence of a differential effect of export
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concentration on economic growth between SIDS and non-SIDS, with population growth having
a moderating effect on the relationship. The findings of the four models estimated in the study
follow.
In the first model, I find that the relationship between export concentration and economic
growth in the full sample is significant and linear. Further, for every unit increase in export
concentration, there is a roughly 2.5% decrease in log GDP per capita, all other variables being
held constant. Additionally, when the quadratic term for export concentration is added to the
model, I find that there is no non-linear relationship in the full sample. In the second model
where the panel is restricted to SIDS economies, I find that the quadratic term is significant
indicating a non-linear, U-shaped relationship whereby SIDS that have exports concentrated in
one industry or those where exports are spread across a wide array of industries achieve better
results in boosting economic growth. Similarly, in the third model where the panel is restricted to
NON-SIDS economies, I find that all main effects including the quadratic term are significant
with the quadratic term indicating a non-linear relationship between export concentration and log
GPD per capita when controlling for the other variables. Furthermore, the non-linear relationship
found in both the SIDS and NON-SIDS models is particularly interesting since the full sample
did not find a non-linear relationship. Moreover, the benefits of export diversification to economic
growth for NON-SIDs while economically large, is not as pronounced as that found for SIDS.
Finally, in the fourth model, I find that export concentration and its quadratic term are significant
in the presence of the interaction terms. However, while the benefits of export diversification to
economic growth is pronounced across all economies, the study finds that the size of the effects
of the change for small countries and islands is much larger than for countries with large
populations thereby suggesting that export diversification is an effective mechanism to drive
economic growth in small island states.
The findings as it relates to the diversification-economic growth nexus is consistent with
previous researchers including Al-Marhubi (2000), Imbs and Wacziarg (2003), Hesse (2008)
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and others who find the relationship to be economically large. However, the moderating effect of
population on the export diversification-economic growth relationship is particularly interesting
and noteworthy as the debate regarding the relative importance of country size to economic
growth continues unabated with some researchers (Armstrong & Read, 2003; Barro, 2003;
Brito, 2015; Easterly & Kraay, 2000; Rose, 2006) finding that size does not matter, while others
(Alesina et al., 2005; Alouini & Hubert, 2018) find that it does.
While this study examines the export diversification-economic growth relationship, it
does not consider or address the channels through which export diversification supports
economic growth although previous researchers including Al-Marhubi (2000), Hausmann and
Rodrik (2003), Agosin (2009), Samen (2010), and (Hesse, 2007); Hesse (2008) identified
several potential channels including portfolio effect, the dynamic benefits associated with
successful efforts to diversify comparative advantages, the cost discovery process faced by
entrepreneurs and government’s important role in industrial growth and structural transformation
by promoting entrepreneurship and creating the right incentives to invest in a new range of
activities as some potential mechanisms to drive the export diversification-economic growth
policy objective.
The findings of this study have significant policy implications. I demonstrate that export
diversification is an effective mechanism to drive economic growth for SIDS. Presumably,
greater export diversification has a stabilizing effect on economic output if certain industries tend
to experience volatility in their growth. Therefore, export diversification could also be viewed as
a risk-reducing mechanism that enhances the robustness of the economies of SIDS against
economic or man-made shocks to the economy. That said, there are limits as to how much
SIDS can diversify their exports. A natural constraint is their limited resources base, which, if
fragmented too extensively in a quest to further increase in export diversification will adversely
affect potential economies of scale, erode unique factor endowments (land, human capital,
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financial capital, etc.) or crowd out funding for activities in which the SIDS has an absolute
advantage.
So, what should policymakers in developing countries generally and SIDS in particular
do? Should they reposition their export-led growth policies away from specialization premised
on comparative advantage? While the study’s finding is promising and potentially beneficial to
small island states, as poignantly articulated by Al-Marhubi (2000), the results should not be
interpreted to imply that adding distortions to the domestic economy to promote export
diversification will improve long-term growth because distortions that run counter to a country's
comparative advantage could have adverse effects on economic efficiency and growth
performance. the results suggests that while export diversification is an effective mechanism to
drive economic growth in small island states, policymakers should be deliberate and intentional
in crafting policies that take account of their unique nation-specific circumstances to frame and
implement growth strategies that capitalize upon their strengths and opportunities while
simultaneously mitigating existing and potential weaknesses and threats to drive export
development, diversification and economic growth.
Future research could benefit from the use of better models and more complete data in
the estimation of the effect of export diversification on economic growth among SIDS.
Additionally, future studies should (1) refine the categorization and operationalization of the
SIDS variable to account for the variation in income over time, (2) take into account that some
SIDS have transitioned from developing to advanced economy status during the time period of
the study, (3) distinguish between manufactured products, raw materials and services when
studying export concentration, (4) incorporate more qualitative research on successful SIDS to
shed more light on how they diversified their exports (e.g., Singapore and Ireland), and (5)
determine whether there is a pecking order or sequence to the diversification stages (for
example, did commodities come first, then manufactured goods, then knowledge-based
services?).
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CHAPTER TWO:
PAPER 3 – A CONCEPTUAL MODEL TO PROMOTE EXPORT DIVERSIFICATION &
ECONOMIC GROWTH IN SMALL ISLAND DEVELOPING STATES (SIDS) – AN
APPLICATION TO THE BAHAMAS

Abstract
Apart from a one-time focus on industry development ignited by the birth of mass
tourism and banking during the 1950s and 1960s (led by the late Sir Stafford Sands) and
extended by a short-lived expansion of agriculture and manufacturing during the 1970s and
early 1980s (supported by the late Sir Lynden Pindling), for the last 40 years, The Bahamas has
essentially been devoid of a well-defined growth strategy to diversify and develop its economy.
Even the country’s first National Development Plan, launched in 2016, lacks a clearly defined
vision to build industries, create jobs and grow the economy. Thus, this article provides value to
policymakers and academics in Small Island Developing States (SIDS) like The Bahamas by
positing a conceptual model and offering specific policy recommendations to create jobs,
diversify the economy and revitalize growth. The model and related recommendations are
based upon a theoretical assessment of the drivers of export diversification and an empirical
study in which I establish that, for SIDS, export concentration has an economically large nonlinear (U-shaped) impact on economic growth, implying that SIDS can improve economic growth
by diversifying their exports. The growth model, which takes account of the myriad drivers of
economic growth and the successes realized by other SIDS and Small Advanced States (SAS),
seeks to promote export diversification by building capacity in human capital development
(through entrepreneurial training) and leveraging three trade mechanisms—Export Processing
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Zones (EPZs), Business Incubators and e-commerce—in a holistic entrepreneurial ecosystem
to grow businesses and industries.
Introduction
A study of export diversification and economic growth utilizing a sample of 100 countries
during the period from 1995 to 2007 reveals some interesting findings. The study, which
focused on Small Island Developing States (SIDS), included 41 economies with populations
less than 5 million in 1970. The intent of the study was to examine whether export diversification
had an impact on economic growth. The motivation for the study originated from my personal
desire to understand why The Bahamas, after 50 years of majority rule and self-determination,
had not fulfilled its stated mandate to the Bahamian people to diversify the economy and
transition the economy to advanced (i.e., first-world) status.
My empirical study finds that small states benefit greatly from export diversification as a
mechanism to stimulate growth (Murphy-Braynen, in press). Specifically, I confirm that there is a
U-shaped relationship between export diversification and economic growth for small countries,
whereby the relationship is positive up to a point and economically strong. Given this, what
happened to The Bahamas? Why after 50 years is it still largely dependent on one industry to
create jobs, provide income and build sustainable wealth, despite successive government’s
stated objective of diversifying the economy? Conversely, did any other small states succeed in
diversifying their economy and how did it impact their growth performance? Additionally, for
those small economies that successfully diversified and grew their economy, what trade
mechanisms did they use to propel export diversification and economic growth? Thus, this
paper is focused on how SIDS can realize export diversification by deploying and implementing
specific mechanisms such as EPZs, business incubators, and E-commerce that can be
integrated with each other and into the broader entrepreneurial ecosystem. Specifically, the
paper focuses on the business incubator mechanism with a particular focus on the Bahamian
context.
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The Bahamas’ Export Diversification and Economic Growth Experience
A review of the literature suggests that The Bahamas had two defining moments in its
quest to industrialize and develop—the first occurred in the late 1940s with the birth of the
tourism and financial services sectors led by Sir Stafford Sands (Fraser, 2001) and the second
occurred in the early 1970s with an industrialization push undertaken by the first majority-led
government headed by the late Sir Lynden Pindling (Bahamas Development Corporation, 1974;
Commonwealth of The Bahamas, 1967; World Bank, 1980).
Built upon an economic model commonly referred to as the Sir Stafford Sands Model,
The Bahamian economy experienced unprecedented growth between 1945 and 1970.
According to Fraser (2001), “The two and a half decades after 1945 was a period of
unparalleled, almost uninterrupted expansion and success. Soaring tourist and investment
figures and a corresponding rise in government revenue were accompanied by huge
improvements in living standards, education and political sophistication. Hailed as the architect
of the modern-day Bahamian economy, the late Sir Stafford Sands, who chaired The Bahamas
Development Board from 1949-19673, essentially transformed The Bahamas from a quality to a
mass tourist resort…In a single year (1950–1951), tourist arrivals increased by 47% and the rise
in the industry in the ensuing years was described as startling”.
Similarly, on the heels of The Bahamas’ independence on July 10, 1973, the
international oil crisis and the resultant global recession that severely impacted The Bahamas’
tourism industry, the newly elected majority-led government articulated an industry
diversification policy to strengthen and grow the economy:
“It is now mandatory that the current and traditional overwhelming reliance on the tourist
industry must be considerably reduced and it is the policy of the Government to move in
this direction progressively through a programme of industrial diversification.

3

In 1964, with the introduction of self-government to The Bahamas, The Board of Development became the Ministry
of Tourism and the portfolios for the Ministries of Tourism and Finance were combined with Sir Stafford Sands
assuming ministerial responsibilities for both.
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This will not in any way mean that the efforts exerted to promote the growth of the tourist
industry will be reduced; on the contrary, growth in the sector is highly desirable as the
industry continues to provide a considerable number of employment opportunities as well
as a substantial source of foreign exchange. Diversification will mean a strengthening of
the other sectors of the economy, particularly the areas of manufacturing, mining and
processing activities thereby enabling the country to be in a position to better withstand the
vicissitudes associated with the tourist industry… the Government’s industrial policy will
seek at once to stimulate industrial growth and to transform the economic structure of the
economy with a view to the eventual achievement of full employment.” (Bahamas
Development Corporation, 1974)

Thus, a number of industries emerged including large-scale heavy manufacturing for
export (i.e., oil refinery & transshipment), sugar industry, rum distilleries, salt mines, fisheries,
agriculture, food processing and light manufacturing (Appendix F). According to a 1980 World
Bank Report, by 1978 The Bahamas was virtually self-sufficient in the production of fresh
produce and approaching self-sufficiency in poultry supplying 85% of its needs. However, the
industrialization efforts lost momentum as a combination of factors—political independence, the
introduction of Bahamianization policies and economic recession internationally—created
uncertainty and reduced profitability and the incentive to invest (World Bank, 1980).
Additionally, the literature suggests that The Bahamas government’s revenue structure
also served as an impediment to industrialization since structural transformation of the country’s
production base would severely erode government revenues which depended primarily on tariffs
imposed on imported goods, specifically customs duties. A government report acknowledged
that:
“To a very great extent, the structure of Government Revenue itself was an important
barrier to the growth of industries geared to the local market. With import duties and
emergency taxes contributing, as they did, some sixty percent (60%) of Government
Revenue, imports had to be encouraged on a recurring and ever-increasing basis. And in
order to ensure that revenue was maintained at the required levels the importation had to
be encouraged of those goods the demand for which was relatively inelastic (The Bahamas
Development Corporation, 1974)”. So, paradoxically, in order to encourage the
development of export-oriented industries, incentives had to be crafted in a way which did
very little to stimulate further development in the country.”

As a result, The Bahamian economy remains heavily dependent on the singular tourism industry
with a modest contribution from the financial services sector. The Bahamas’ first National
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Development Plan, released in 2016, reveals the lack of industry diversification prevalent within
the Bahamian economy:
The current base of Bahamas is heavily vested, directly and indirectly in tourism and the
USA market…Essentially a two-sector economy, The Bahamas’ main engines of growth
have traditionally been tourism, which employs half the labour force and directly and
indirectly accounts for about 60% of the GDP and to a lesser extent, the financial services
sector which employs about 10% of the labour force and generates approximately 11–15%
of GDP. These two sectors have faced significant external pressures over the past 10 years
as is reflected in the economic decline seen…There is an absence of a clear industrial
policy for the Bahamas, limited manufacturing, concentrated in a few places and a lack of
a clear direction for development and financing of the sector. Further, the transportation
and freighting logistics to enable goods to be transported throughout the country is
fragmented….For true long-term growth, the country must diversify its base and maximise
the use of its natural endowments…In this regard, the risks to be addressed include
weaknesses in the business climate, transportation logistics, failure to identify appropriate
sectors for (development), weak business incubation and the high cost of utilities (NDP,
2016).

The Bahamas’ Summary Performance
A review of the trade patterns inclusive of export structure, industry structure, GDP
performance, and unemployment rate provide useful insights into the export diversification and
growth experience of The Bahamas. Figure 3, which tracks the country’s exports and imports
from 1962 to 2015 indicate that over the period from 1970 to the early 1980s, The Bahamas
experienced strong performance in its export base with exports reaching over $6B or four times
the size of the country’s GDP in 1981. However, in the subsequent 10-year period from 1982 to
1991, the country’s exports fell precipitously to a low of $1B. Thereafter, exports continued to
deteriorate and have remained below $1B from 1991 to the present date.
Figure 4 indicates that the country’s level of diversification, based on industry share of
GDP, deteriorated from the diversification level attained during the 1970s as compared to 2015.
In this regard, some interesting observations emerge: (1) manufacturing, which previously
accounted for 9% of goods and services produced in the economy, fell to 3%; (2) the size of the
public sector (i.e. government services) grew from 18% to approximately one-quarter of the
economy; (3) repeal of the Immovable Property Act in the 1990s, which previously barred sale
of real estate to non-Bahamians, resulted in rapid growth of real estate sales (a non-renewable
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resource) accounting for between 15-25% of all goods and services produced in the economy;
and (4) tourism, and to a much lesser extent banking and related services, represented by
transportation, construction, banking and trade sectors, continue to dominate the economy
accounting for 55% to 70% of total GDP between 1970 and 2015.

Figure 3. The Bahamas’ Exports & Imports Pattern – 1962 to 2015
As a result, economic growth in The Bahamas has basically stalled with per capita
income growing by $1,532 or 0.31% per annum from $18,443 in 1970 to $19,975 in 2015. As
shown in Figure 5, The Bahamas has experienced tremendous volatility in its income growth
and unemployment performance with unemployment rates varying from lows of 7% to highs
above 20%, while GDP per capita growth rate swings from highs above 20% to negative growth
approaching 20%.
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Figure 4. The Bahamas’ Change in Industry Contribution to GDP – 1970 to 2015

36

Sources: GDPpc growth rates - UNCTAD

Unemployment rates – Bahamas Government Budget
Communications & Bahamas Department of Statistics

Figure 5. The Bahamas’ GDPpc Growth & Unemployment Rates – 1971 to 2015
The extent of the challenge was underscored by the Inter-American Development Bank's
Regional Economic Advisor for the Caribbean region, Inder Ruprah in 2014 as follows:
"I do not think that I need to sell to anybody that there is a problem of economic growth in
the Caribbean. It's growing too slow, it's not generating enough employment, it's not
generating good jobs with good wages. The Caribbean, in general, and The Bahamas, in
particular, has a steep decline from unity. In the early 70's the average income of the
Caribbean was four times that of the other small countries in the world…Last year it was
0.9 and looking at predications until 2018 it's going to fall further to about 0.79."

Bahamas SWOT Analysis and Drivers of Economic Growth
To inform the model, a summary SWOT analysis has been performed on The Bahamas
(Appendix G). In this regard, the analysis gives consideration to the drivers of economic growth
as identified in Murphy-Braynen (in press), which finds that factors such as excessive
government consumption and national debt as shares of GDP retard economic growth while
factors such as export diversification, domestic investment, secondary education, male life
expectancy, and population size have positive effects, with (small) population size having a
moderating effect on growth. Similarly, while not conclusive, the study finds trade openness and
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foreign direct investment support economic growth. As the SWOT analysis and other evidence
presented in this paper indicate, excessive government consumption and national debt are both
notable challenges facing The Bahamas, which directly impacts upon the availability of
resources to invest in the factors that spur growth. However, the analysis also suggests that The
Bahamas enjoys unique strategic advantages for which it can and should capitalize on to
diversify and grow its economy.
Comparative analysis of The Bahamas to high-performing Small Island
Developing States (SIDS) & Small Advanced States (SAS)
A comparative analysis of The Bahamas' export diversification and economic growth
experience to high performing SIDS and SAS economies is reflected in Table 9 below. In terms
of general macroeconomic factors such as per capita income, life expectancy, secondary
enrollment rate, and investment to real per capita income, The Bahamas appears to be fairly
competitive with the other country groups. However, in terms of export diversification, the
picture is less clear. Based on the Theil index, which measures export concentration, The
Bahamas’ export base appears to be more highly concentrated than the average economy (4.03
versus 3.28). Similarly, in terms of the number of products exported and the number of trading
partners, The Bahamas is well below the average economy (2,893 and 151 versus 1,135 and
66 respectively). Further, The Bahamas’ average terms of trade performance of 89 is noticeably
below that experienced by all country groups which range from 105 to 119. However, The
Bahamas’ export base, when considered in terms of average Exports to GDP performance of
80%, appears to be substantially above that attained by all country groups whose average
export to GDP performance range from 23%–34%.
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Table 9. 1970–2015 Averages

On closer examination of The Bahamas’ export to GDP performance, the average figure of 80%
as shown in Table 9 is significantly influenced by the relatively high exports to GDP
performance that occurred during the early 1970s-1980s which ranged from 76%–268% (see
Table 10). Conversely, The Bahamas’ exports to GDP fell precipitously to 5% - 9.67% beginning
in the 1990s with the loss of key industry sectors including Fuel transshipment operations.
Concurrent with the loss of these sectors, the country’s income per capita growth trends
declined from a high of 5.67% in the 1970s to recurring negative growth between 2000 and
2015.
Additionally, as reflected in Table 11, a number of SIDS and SAS made tremendous
strides in diversifying and growing their economies. In terms of GDP growth performance,
economies like Maldives, Mauritius, Singapore, Malta, and Ireland multiplied their per capita
income level by 5–8 times between 1970 and 2015.
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Table 10. Export Diversification Trends: Country Classification, 1970–2015

Similarly, as shown in Table 11, these same economies are among the leading SIDS
and SAS economies in diversifying their economic base. In terms of export diversification,
Barbados and Mauritius top the SIDS economies while among the SAS economies the top
performers include Cyprus, New Zealand, Israel, Ireland, and Singapore whose Theil index
range from 2.16–3.17. Based on both indicators (GDP per capita turnover and Theil index), The
Bahamas’ diversification and growth performance stalled as per capita income remained
virtually unchanged over the 46-year period (1.08) while The Bahamas’ Theil index worsened
from 3.55 to 4.14.
A number of interesting observations and questions emerge from Table 11. First, in
1970, the Bahamas was among the top three economies in terms of per capita income; only
Iceland and New Caledonia had a higher per capita income level than the Bahamas. So, the
Bahamas’ weak performance over the 46-year period begs the questions: What happened to
the Bahamas? Given that the economy had the third highest GDP per capita in 1970, why did
The Bahamas fail to grow and transition to advanced economy status between 1970 and 2015?
Did the country’s inability to diversify its export structure play a role in its weak growth
performance?
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Finally, a number of the economies reflected in Table 11 grew from absolute poverty (as
evidenced by their low GDP per capita figures in 1970) and successfully transitioned to
advanced economy status within one generation or 40 years. So, what factors contributed to the
high diversification and growth performance of SIDS and SAS economies such as Mauritius,
Singapore, Malta and Ireland, Cyprus, Iceland, and Israel?
Success Stories
The literature on the economic history of the high performing SIDS and SAS economies
suggests that the growth and development strategy adopted by these economies did not follow
a monolithic approach. Faced with similar economic challenges such as massive poverty and
high unemployment, these economies crafted unique growth strategies that focused on the
specific characteristics of their economy inclusive of human capital to diversify and grow their
economy. Accordingly, the synopses below identify some of the key factors incorporated into
the growth strategies adopted by a few high performing SIDS and SAS.
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Table 11. Key Performance Indicators
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Mauritius’s Focus on Diversification and Growth
In the case of Mauritius, the literature suggests that Mauritius transformed itself from a
poor sugar economy into one of the most successful economies in Africa in recent decades,
largely through reliance on trade-led development (Matadeen, 2011; Zafar, 2011) with a focus
on job creation. A geographically isolated island with no natural resources, Mauritius adopted a
deliberate, pragmatic approach to development that focused on a key resource: people. Since
gaining independence in 1968, successive governments consistently focused on reducing
poverty by creating jobs such that Mauritius’ per capita income grew from $1,273 in 1970 to
$7,685 in 2015. Mauritius, whose economic vulnerability include regular exposure to cyclones,
engineered its economic development to be people-centered whereby Mauritius methodically
created jobs by expanding its industrial base and adding pillar after pillar beginning with sugar
production then textiles (Republic of Mauritius, 2017; Zafar, 2011).
Key to Mauritius’ success was the rise of economic processing zones in the 1970s and
1980s (Zafar, 2011). According to the literature, policymakers in Mauritius studied the success
of EPZs in East Asia and adapted the idea given that the country’s small economic size and
distance from large developed markets presented a potential opportunity to develop an exportoriented textile industry. So, Mauritius passed legislation in 1970 (i.e., Export Processing Zone
Act), which provided incentives to Manufacturers catering to foreign markets. By the 1980s,
EPZs had exceeded policymakers’ expectations accounting for more than 60% of Mauritius’
gross export earnings and employing one-third of the Mauritian labor force (Zafar, 2011).
The literature suggests that the government of Mauritius served as facilitator of private
sector expansion, by consistently searching for new drivers of economic growth such that
Mauritius adapts to the future rather wait and respond to shocks. In this regard, the public sector
formulates and implements sectoral policy in areas such as EPZs, tourism, and financial
services to stimulate the private sector (Matadeen, 2011; Zafar, 2011). To-date, as shown in
Appendix H, Mauritius’s economy rests on eight economic pillars inclusive of tourism, financial
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services, and Information and Communications Technology (ICT) such that when some pillars
weaken, other pillars are in place to provide employment opportunities and alternative sources
of income. Consequently, Mauritius has diversified its export base both in terms of the number
of export products (from 2,279 to 2,557) and the number of export partners (from 115 to 140).
Israel’s Focus on Diversification and Growth
In the case of Israel, the literature suggests that the focus on diversification and growth
centered on entrepreneurship rooted in research and development (Senor & Singer, 2009).
Israel’s urgent need to diversify and grow its economy stemmed from Israel’s need to create
economic opportunities for its rapidly growing population which, through migration, grew rapidly
from 800,000 inhabitants in 1948, to more than 8 million in 2015; a 10-fold increase in 60 years.
The government played a critical role in the process by providing subsidies to promote the work
of entrepreneurs and attract international venture capital. Through the Yozma program, the
government created venture capital funds and allocated funding whereby private investors
capable of injecting a defined amount of private funds, would receive public funds and in
exchange, the government would own a stake in the business (Avnimelech & Teubal, 2005). If
the investment was successful, the inventors could purchase the shares from the government,
by returning the government's money along with a small interest rate; however, if the investment
failed, the government would share in the losses. The key to the process was that the
international investor did not just bring venture capital, they also brought expertise, and contacts
(Avnimelech & Teubal, 2005). The government-led program was so successful that Israel's
Silicon Wadi, which is second only to U.S. Silicon Valley in terms of business start-ups, is
regarded as one of the best ecosystems for entrepreneurial capital in the world
(Wonglimpiyarat, 2016). Human capital, in terms of immigration and education, were both
important factors in Israel’s entrepreneurial success.
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Singapore’s Focus on Diversification and Growth
In the case of Singapore, the literature suggests that while Singapore never had much
arable land, it had a strategic location which allowed Singapore focus on entrepôt trade. Like
many former colonies, Singapore was very poor post-independence with high unemployment
and poor infrastructure; two-thirds of Singapore’s population lived in slums that lacked basic
sanitation. Singapore had no industrial tradition so it quickly became evident to Singapore’s
leadership that to succeed, the industrialization effort in Singapore would require the active
support and encouragement of the government (Huff, 1995; King, 2008). So, Singapore’s
autocratic leader, Lee Kuan Yew imposed strict measures inclusive of huge sacrifices to
individual freedoms to create a corruption-free environment that would be attractive to investors
(Huff, 1995). While the rest of Southeast Asia languished in poverty, Singapore became an
oasis with a diversified economic base because investors could trust the stable nature of
Singapore's economy that was built upon the premise of good governance. Singapore rose to
become one of the most powerful nations in Asia, transitioning from a third world country to an
advanced economy within a single generation (Huff, 1995; King, 2008).
As the examples above illustrate, while successful SIDS and SAS economies pursued
differing growth strategies to diversify and develop their economies, the underlying commonality
in their approaches seems to center around the deliberate intervention of the government with a
focus on human capital development to create jobs through various means inclusive of hard
work, good governance, entrepreneurship, innovation and research and development. In light of
the foregoing, the paper seeks to promote export diversification and growth within The Bahamas
based on trade mechanisms that feature prominently in the entrepreneurial ecosystems of
success advanced and emerging economies—namely business incubators, export processing
zones, and e-commerce. See Appendix I for a visual depiction of Singapore’s industrial
transformation.
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Literature Review – Mechanisms to Diversify & Grow The Bahamian Economy
A review of the literature suggests that while many trade mechanisms have been used to
spur export development and diversification, business incubators, export processing zones and
e-commerce have served as important tools in the diversification-growth process. Accordingly,
this paper focuses on business incubators, supported by export processing zones and ecommerce as key components to drive export diversification and economic growth within the
archipelago of The Bahamas.
Business Incubators
A business incubator is a facility that provides affordable space, shared office services,
and business development assistance in an environment conducive to new venture creation,
survival, and early-stage growth (Allen & McCluskey, 1991; Bøllingtoft & Ulhøi, 2005). Based on
the literature, entrepreneurship channeled through the conduit of business incubators has
played a key role in driving business development and job creation in advanced and developing
economies alike. Business incubation began in the U.S. during the 1950s and by the early
1970s, had spread to the UK and Europe.
While diffusion of business incubators was initially slow, “extensive growth of business
incubators happened in the 1980s and 1990s (Ogutu & Kihonge, 2016). The growth of business
incubation, primarily government-led, was in direct response to the need to foster job creation
and economic development. While the literature is unsettled on the number of business
incubators that exist globally, as of 2011, the figure is estimated at 7000. Furthermore, business
incubators are more prevalent in North America, Europe, and Asia with USA and China leading
the way. According to the literature, small businesses, such as those created in business
incubators, account for a substantial portion of the jobs created in a given economy. According
to researchers, for more than 50 years, business incubation programs have played an important
role in improving struggling economies, creating jobs, and encouraging innovation (Lewis,
Harper-Anderson, & Molnar, 2011). Ogutu and Kihonge (2016) suggest that an enabling
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operating environment, entrepreneurship support policies, government support of technology
diffusion, market access as well as business support services including business incubation are
among the factors that positively contribute to business development and job creation.
According to the literature review, there is a widespread belief among public and private
officials that new business ventures serve as engines to create jobs and make significant
contributions to the economy. Accordingly, the leading sponsors of incubation programs include
government entities, academic institutions, and for-profit organizations. NBIA (2009) identifies
the top five motivations for establishing business incubation programs as:
1) Create local jobs (84%)
2) Foster entrepreneurial climate (77%)
3) Commercialize technology (54%)
4) Diversify local economies (48%)
5) Build/accelerate local industry growth (48%)

According to NBIA (2009), the vast majority of incubators operating in the United States are
non-profit entities. Other types include technology, service/specialty, and manufacturing
incubators. The key services provided by business incubation programs include a) help with
business basics, b) networking activities, c) marketing assistance, d) help with financial
management, e) access to capital, f) links to university/corporate partners, g) business training
programs, and h) mentoring and coaching (NBIA, 2009).
Significant research has been conducted globally to understand the important role of
business incubation in improving struggling economies, creating jobs, and encouraging
innovation (Lewis et al., 2011). However, most of this research focused on specific geographic
regions including North America, Europe, Asia, and Latin America. Conversely, there is very
limited research and evidence on the performance and contribution of business incubation in
regions such as Africa and The Caribbean.
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Export Processing Zones
Export Processing Zones (EPZs) are industrial estates aimed primarily at foreign
markets. They offer firms free-trade conditions and a liberal regulatory environment. There are
in general two types of EPZs: one is a comprehensive type, open to all industries; another is a
specialized type, only open for certain specialized sectors/products (Douglas, 2016). According
to the literature, export diversification is used by governments not only as insurance against
risks associated with excessive concentration but also to foster manufacturing employment
growth with export processing zones (EPZs) used as a main policy tool to advance this
objective (Cadot et al., 2011).
According to the literature, EPZs have spread rapidly since the first zone emerged in
1959. While EPZs have been widely used in Asia and Latin America since the 1970s, they have
only grown in popularity within Africa and in transition economies over the last two decades
(Engman, Onodera & Pinali, 2007). As of 2006 the number of zones has increased to over
3,500 worldwide and provide employment for over 66–68 million in 130 countries (Cadot et al.,
2011; Stein, 2008)). However, the employment figure represents a small share of global
employment (Cadot et al., 2011). See Table 12 for a breakdown of the number of jobs provided
by EPZs. In terms of national employment, the percentage of jobs created is less than 2% in
every region except Asia and the Pacific region which accounts approximately 61 million out of
the total 66–68 million jobs created (Cadot et al., 2011; Stein, 2008). While the percentage of
jobs created through EPZs is generally small in percentage terms, the literature suggests that
several countries are definite exceptions to the rule as EPZs account for a significant
percentage created in selected countries such as Mauritius where EPZs account for between
25%–33% of all jobs created (Cadot et al., 2011; Zafar, 2011). Other exceptions include the
United Arab Emirates (25%) and Tunisia (8%) (Cadot et al., 2011).
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Table 12. Direct employment in EPZs, 2007
Direct employment
(millions)

% of nat.
employment

Global

68.441

0.21

Asia & Pacific

61.089

2.30

Americas

3.084

1.15

Western Europe

0.179

0.00

CEECs & Central Asia

1.590

0.00

MENA

1.458

1.59

Sub-Saharan Africa

1.040

0.20

Source: Cadot et al. (2011)

While the literature establishes that Export processing zones (EPZs) as a policy tool for
development and export-oriented growth have proliferated over the last several decades since
its emergence in 1959, it is mixed on the findings regarding their success. According to
Engman, Onodera, and Pinali (2007), EPZs are a sub-optimal policy from an economic point of
view since it benefits the few and distorts resource allocation. Nevertheless, it may be useful as
a stepping stone to trade liberalization on a national basis. Further, governments should
consider all available policy options, and conduct a thorough cost/benefit analysis before
implementing EPZs (Engman et al., 2007).
E-Commerce
The potential of e-commerce integration as a driver of economic development features
prominently in the literature which suggests that e-commerce, which effectively erases the
necessity of huge capital outlays on physical infrastructure to develop a global presence, has
the potential to close the gap between developed and developing countries (Alyoubi, 2015;
Couture, Faber, Gu, & Liu, 2017). There are varying definitions of e-commerce in the literature.
According to Alyoubi (2015), e-commerce is the electronic process by which individuals or
organizations make a transaction, such as buy, sell, transfer, or exchange products, services
and/or information. However, Couture et al. (2017) extends the definition stating that e-
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commerce is the ability to sell and buy through online transactions coupled with logistics for
local parcel delivery and pickup from the producer.
The significant e-commerce growth potential for developing countries is demonstrated by
the rapid growth of global e-commerce (B2B and B2C e-commerce) which reached US$25.3
trillion in 2015, an astounding of US$9 trillion above the 2013 value (UNCTAD, 2017). However,
much of this growth occurred within emerging and developed economies as lack of statistics on
e-commerce in developing countries presents a major challenge for tracking and measuring ecommerce’s impact in these countries (UNCTAD, 2017).
According to the research, there are vast disparities between the adoption rates,
implementation and use of e-commerce in developed and developing nations, with the latter
lagging behind to a significant extent (Alyoubi, 2015; UNCTAD, 2017). In this regard, developing
countries face tremendous obstacles and barriers that hinder e-commerce growth and impede
their ability to reap the associated benefits. These barriers include (1) a severe scarcity of
managerial skills needed to formulate and implement an e-commerce strategy for business; (2)
logistical barriers including internet connectivity and distribution challenges (challenges related
to parcel delivery or pickup services) (Couture et al., 2017); (3) transactional barriers whereby
potential customers, particularly in rural areas, are unfamiliar with online platforms and lack
access to online payment methods (Alyoubi, 2015; Couture et al., 2017); and (4) lack of
effective branding and trust issues whereby potential customers do not necessarily trust
paperless transactions that occur before inspecting the product or without interacting with
buyers in person (Alyoubi, 2015; Couture et al., 2017).
The literature suggests that some countries are adopting innovative measures to
overcome some of these obstacles. For instance, the Chinese government in partnership with
an e-commerce firm investigated logistical and transactional barriers to e-commerce trade in
rural communities whereby investments where made in transport logistics to ship products to
and sell products from villages that were largely unconnected to e-commerce (Couture et al.,
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2017). Further, they installed e-commerce terminals at central village locations, where a
terminal manager assists households in buying and selling products through the firm's ecommerce platform (Couture et al., 2017). The study finds sizable gains in real incomes among
rural households who were induced to use the e-commerce terminal. Additionally, the study
finds significantly stronger economic gains occurred among villages that were not previously
serviced by commercial parcel delivery (Couture et al., 2017).
According to the literature, the digital divide faced by developing countries is primarily
because they lack the requisite intellectual human capital. Accordingly, among the preconditions necessary for the growth of e-commerce in a country are (1) customer readiness, or
propensity for e-commerce, (2) training and education to overcome mass e-commerce illiteracy,
(3) technical and managerial expertise, and (4) legislation (regulatory improvements inclusive of
financial systems, e-payments, and software services to attain economic progress via ecommerce). Additionally, the literature suggest that one of the most important measures that
can be taken to counter multiple barriers to e-commerce growth is the development of a
supportive regulatory and legal environment where consumers and businesses trust the concept
and premise of the e-commerce infrastructure and are sure of its security and reliability (Alyoubi,
2015). In this regard, the government has a crucial policy role to play in establishing a solid
regulatory umbrella and implementing appropriate policies to strengthen e-commerce skills
especially among small businesses, improve access to reliable and affordable ICT services,
strengthen logistics and transport infrastructure for both domestic and cross-border e-commerce
facilitation, enhance availability and use of electronic payment systems, and develop an
adequate legal and regulatory framework to enable e-commerce stakeholders to mitigate
transaction risks, provide transparency and ensure a level playing field (UNCTAD, 2017).
Proposed Model
This section presents an ambitious growth model whereby The Bahamas can realize
export diversification by deploying and integrating specific mechanisms such as EPZs, business
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incubators, and E-commerce into a broad entrepreneurial ecosystem, with a specific focus on
business incubators, to grow industry, create jobs and economic opportunities to the peoples of
The Bahamas.
While the channels through which export diversification leads to higher economic growth
have not been specifically investigated, based on the literature, several channels have been
identified and incorporated into the growth model to integrate the specific trade mechanisms of
EPZs, business incubators, and E-Commerce into an effective entrepreneurial ecosystem.
These channels include the (1) portfolio effects where diversity of exports lead to less export
volatility, which in turn results in lower output volatility—this matters since countries with highly
unstable economies tend to grow more slowly than countries that exhibit stable cycles; (2) the
dynamic benefits associated with successful efforts to diversify (multiple) comparative
advantages; (3) the cost discovery process wherein entrepreneurs face significant cost
uncertainties in the production and export of new goods with the success resulting in new
exports that have information spillover effects while failures end up being private to the
entrepreneur and result in suboptimal levels of investment and innovation; and (4) government’s
important role in industrial growth and structural transformation by promoting entrepreneurship
and creating the right incentives to stimulate investment in a new range of activities that have
the potential to drive export diversification and economic growth (Agosin, 2009; Al-Marhubi,
2000; Hausmann & Rodrik, 2003; Hesse, 2007, 2008; Samen, 2010). Accordingly, key
components of the growth model inclusive of key stakeholders, the functions they perform, and
how they fit together along with a visual of the model follows.
 Industrialization, driven by the need to create jobs, centers around entrepreneurial
training and empowerment along with an enabling environment and resources to drive
the process.
 Enabling environment – an entrepreneurial ecosystem, inclusive of EPZs, business
incubators, and E-Commerce, to be strategically located throughout the archipelago by
creating Island Clusters as reflected on The Bahamas Map (Appendix J). The Business
incubators, which will be located within EPZs, to be equipped with e-commerce
infrastructure and an e-commerce terminal facilitator to link buyers and sellers.
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 Key stakeholders to provide entrepreneurial training and business incubator start-up
support inclusive technical experts from the Ministry of Education, The Bahamas
Technical & Vocational Institute (BTVI) and the local university (University of The
Bahamas - UB).
 Key stakeholders to foster an enabling entrepreneurial environment that drives business
development inclusive of the (1) Business Community/Private Sector Agencies such as
the Chamber of Commerce & Trade Associations, (2) Government Ministries & Agencies
(including the Ministries of Agriculture, Fisheries, Tourism, Transport, Planning & Local
Government), (3) Government-Sponsored Venture Capital Funds and (4) mentors.
 Business Incubator sites to have dual functions; one segment of the site to deliver
instruction in entrepreneurial training utilizing technical academic support (identified
above); and a second segment of the site to provide business incubator services
inclusive of space, critical business support services and onsite mentoring services.
Business incubators to be industry-specific and located within EPZs where feasible.
 The Government to utilize existing infrastructures, wherever possible, to minimize startup costs and time to launch the entrepreneurial ecosystems. The following existing
facilities to provide support and/or be used:
o

Bahamas Technical & Vocational Institute

o

University of The Bahamas

o

Packing Houses located throughout the islands to receive & distribute goods,
facilitate e-commerce expansion throughout the islands by installing e-commerce
terminals within the packing houses and engaging a terminal manager to assist
households in buying and selling products through the e-commerce platform

o

Mail boats/Fast Ferry systems to transport goods & services

o

Banks/Web shops to facilitate funds transfer

Policy Recommendations & Conclusion
National Measures to Support Economic Growth Model
1) Hub for International Trade – Capitalize on The Bahamas’ strategic location and
strengthen the regulatory environment to position The Bahamas as a strategic hub for
international trade; grow the economy through value-added international trade.
2) National Growth Strategy – Implement a national industry development program to
drive job creation, expand the export base and grow the economy.
3) Good Governance / Rules-Based Society - Make The Bahamas a rules-based
economy; establish & enforce good governance policies to promote accountability and
transparency and punish/discourage corruption and lawlessness; create a corruptionfree environment that would be attractive to investors.
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4) Fiscal Responsibility - Implement and strictly enforce fiscal discipline throughout the
government. Through legislation, require government agencies to operate within a
balanced budget framework and stipulate that all government industries and agencies
successfully complete annual audits within a defined time period after the fiscal year-end
in order to continue to access public funding.
5) Austerity Measures - Develop a plan to repay the national debt or have it partly
forgiven, renegotiate debt settlement payments and terms.
6) Government Revenue Framework - Restructure the government’s revenue base to
minimize excessive reliance on import duties and develop a revenue framework that
supports and benefits from industrial development and diversification.
7) Knowledge-Based Society - Systematically transform/transition The Bahamas to a
knowledge-based economy driven by innovation to support industries of the future
(inclusive of food security, disaster-preparedness, climate change, and alternative
energy).
National Growth Strategy
1) Re-establish The Ministry for Economic Development - Refocus and prioritize
economic growth as an overarching policy objective of the government by retooling the
Ministry of Trade and Industry to become The Ministry for Trade, Industry & Economic
Development. Organize trade missions to strategic export markets and also seek to lure
FDI. Further, utilize The Bahamas’ existing international Tourism Offices to support
international trade and facilitate distribution channels within advanced economies.
2) Industrialization Strategy: Build Multiple Comparative Advantages - analogous to
efforts undertaken in the past, employ the portfolio effect to develop a pragmatic
approach to growing industries; start with horizontal and vertical diversification strategies
to create forward and backward linkages with tourism, financial services, and other
emerging industries. Develop a rational, logic-driven systematic approach to expand
industries and create jobs in multiple sectors.
Build Multiple comparative advantages – the portfolio effect
a. Identify potential low-hanging fruits in terms of potential industries primed for
development/expansion based on various considerations inclusive of world
demands and price elasticity. Prioritize industries for development based on the
concept of low-hanging fruit; go after industries that are the easiest to develop,
given available resources, profit potential and demand.
b. Take into account industries critical for national security (i.e. food supply),
existing/potential trading agreements and market access issues to systematically
develop economic pillars; employ a gradual, practical approach to grow
industries over time.
c. Identify future/potential industries for which The Bahamas is uniquely positioned
to build comparative advantages such as disaster preparedness and recovery
(i.e., hurricane), energy (solar, water, wind), food processing, light manufacturing
(assembling, transshipment), souvenirs/cultural artifacts, bush medicines, healthfocused tourism, fisheries exports ( like lobsters exports all over the world).
54

3) Island Clusters – Expanding industrialization throughout the islands
Utilize island clusters to build capacity, promote economies of scale and encourage
targeted development throughout the Islands.
a. Capacity building - Establish entrepreneurial ecosystems within the island
clusters to drive specialized industry growth and development based on available
resources within the given island cluster
b. Develop entrepreneurial ecosystems within island clusters by utilizing existing
infrastructure such as packing houses located on the various islands to serve as
the distribution centers and e-commerce platform on the islands
c. Where possible, locate industrial hubs near sear seaports and airports to
minimize transportation/logistical issues inclusive of costs.
d. Distribution Channels – address distribution issues within the islands and
upgrade ports and airport infrastructure to facilitate exports.
e. Develop public awareness throughout the country to drive the industrialization
efforts.
4) Create an Enabling Environment
a. Regulatory environment
b. Entrepreneurial education
c. Research & Development (innovation)
d. Industry Partners
e. Mentorship Program
f.

Distribution Channels – Domestic & International

g. Public Awareness, Promotion, Advertising & Marketing Campaigns
Regulatory environment
Implement the relevant regulatory environment to support desired industries
inclusive of e-commerce, EPZs and business incubators
Entrepreneurial Education
i.

Retrain and equip the citizenry to pursue large-scale entrepreneurial ventures.
Partner with existing educational institutions inclusive of the Ministry of
Education, BTVI and UB to re-engineer the country’s educational system,
streamline academic instruction beginning at secondary schools. Stress online
education across islands and by taking reputable online programs offered by US
or UK universities. Stratify the student population to segment students based on
talent, abilities, and capacity to support industrial development. Students should
be stratified for:
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 Professional careers such as teaching, sciences, technology, and
business.
 Technical and vocational careers (retrain unemployed individuals using
second chance programs tailored exclusively for mature individuals)
 Agricultural and marine sciences.
 Manufacturing to support tourism, and other emerging industries
ii.

Discontinue programs that are not central to the country’s development needs
where these programs are not cost effective due to low enrollment/ lack of
economies of scale given small population size. In these instances, provide
scholarships to qualified and deserving students to pursue tertiary studies abroad
in countries which specialize/lead in those disciplines.

iii.

Target and stimulate Bahamians living abroad to get involved in the importation
of unique Bahamian goods, food items, souvenirs, clothing etc.

5) National Development Venture Capital Fund
Create government-sponsored venture capital funds to support industrialization/ national
development efforts by providing matching funds to attract domestic and international
investors.
6) Immigration policies to support industry development - Institute and enforce
suitable immigration policies to support the development agenda of the country. For
example, craft a recurring 7-year immigration policy to allow immigrants skilled in
agriculture to provide technical and labor support for agricultural development. Similarly,
craft a recurring immigration policy to attract immigrants with ICT expertise to come to
the Bahamas to start businesses and support capacity building in the ICT sector.
7) International Network – to attract foreign investors and facilitate distribution of
exports- Retool the Bahamas’ International Tourism Offices located in Advanced
Economies to promote the trade and economic development agenda, inclusive of
tourism, in foreign markets.
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Figure 6. Bahamas Economic Growth Model
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DISSERTATION CONCLUSION
Despite growing consensus that export-led growth policies, inclusive of export
development and diversification have served as a primary catalyst for sustained economic
growth (Radelet et al., 2001; Samen, 2010), the extant literature on export diversification and its
relationship to economic growth revealed that there is a stark absence of research examining
the extent of export diversification in Small Island Developing States (SIDS). Further, it is
unclear from the literature if and how export diversification contributes to their economic growth.
The absence of research examining the extent of export diversification in SIDS is surprising
since SIDS represent an aggregate population of 67 million with a combined GDP of $605 billion
and face a multiplicity of challenges that arise from an interplay of factors unique to SIDS which
make this study highly warranted and of crucial importance to inform economic policies in SIDS.
Moreover, several small islands have successfully evolved from developing to developed nation
status, suggesting that there may be a path by which SIDS can become economically
advanced.
Thus, this dissertation, which focuses on examining the link between export
diversification and economic growth, utilized panel estimations for a sample of 69 economies,
segmented by country classification and geography, from 1995 to 2007 and find robust,
empirical evidence of a non-linear, U-shaped relationship between export concentration and
economic growth whereby small nation states, inclusive of small island states, seem to benefit
more from export diversification as compared to mid-size and large economies. In this regard,
highly specialized export economies or highly diversified economies enjoy better economic
growth than those with a moderate level of economic diversity with small economies like SIDS
benefitting more from export diversification up to a point.
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The study also finds evidence of a differential effect of export concentration (or
conversely export diversification) on economic growth between SIDS and non-SIDS, with
population growth having a moderating effect on the relationship. While the study examines the
export diversification-economic growth relationship, it does not consider or address the
channels through which export diversification supports economic growth although previous
researchers including Al-Marhubi (2000), Hausmann & Rodrik (2003), Agosin (2009), Samen
(2010), and (Hesse, 2007); Hesse (2008) identify several potential channels through which
export diversification could facilitate economic growth. The findings, which suggest that export
diversification is an effective mechanism to drive economic growth, have significant policy
implications for SIDS since presumably, greater export diversification has a stabilizing effect on
economic output and is therefore viewed as a risk-reducing mechanism that enhances the
robustness of the SIDS economies against economic or man-made shocks. However,
constraints such as a limited resource base may impose natural limits on how much SIDS can
diversify.
Thus, this study postulates a conceptual industry development model and offer policy
recommendations to diversify the economic and export base, create jobs and revitalize growth
in SIDS economies with a particular focus on The Bahamas. The conceptual model and related
recommendations are based upon a theoretical assessment of the drivers of export
diversification and economic growth as well as the empirical study wherein I establish that SIDS
can improve economic growth by diversifying their exports. The growth model, which takes
account of the myriad drivers of economic growth and the successes realized by other SIDS
and Small Advanced States (SAS), seeks to promote export diversification by building capacity
in human capital development (through entrepreneurial training) and leveraging three trade
mechanisms—Export Processing Zones (EPZs), Business Incubators and e-commerce—in a
holistic entrepreneurial ecosystem to grow businesses and industries.
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Among some of the policy recommendations proffered is a focus on (1) implementing
and codifying legislation to require that the public sector (government agencies) operate within a
balanced budget framework and adopt/enforce austerity measures to mandate that the
government systematically eliminates the mounting and unsustainable national debt; (2)
capitalizing on The Bahamas’ strategic location and strengthening the regulatory environment to
position The Bahamas as an international trade hub inclusive of value-added trade; (3)
establishing and implementing a national industry development program to drive job creation,
expand the export base and grow the economy; (4) re-establishing the Ministry for Economic
Development to re-focus and prioritize economic growth as an overarching policy objective of
the government; (5) developing and adopting an industrialization strategy which focuses on
building multiple comparative advantages that takes account of existing as well as potential
resources and comparative advantages to build and grow multiple industries and create jobs
sector by sector by prioritizing “low hanging fruits;” (6) strategically developing island clusters
throughout the archipelago to build capacity, promote economies of scale and encourage
targeted development; (7) aggressively building and strengthening an enabling environment that
provides various tools inclusive of entrepreneurial education; trade mechanisms including
Business Incubators, Export Processing Zones, E-Commerce facilities and technical support;
mentoring programs; distribution channels; etc.; (8) providing government-sponsored venture
capital funds to support industry development by providing matching funds to attract domestic
and international investors; (9) instituting and enforcing appropriate immigration policies to
support the national industry development agenda; and (10) utilizing/ expanding existing
international tourism offices located within advanced and emerging economies to target desired
foreign investors and build international distribution channels to support export development and
diversification.
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Appendix A: Upside-down and Pacific-Centered World Map with SIDS by Region

Adapted from “Globalization Challenges for Small Island Developing States”, by Augustin, A.,
2007. http://www2.pazifik-infostelle.org/uploads/diplomarbeit_anita_augustin.pdf
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Appendix B: 100 Economies Included in Sample
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Appendix B: 100 Economies Included in Sample (Continued)
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Appendix C: World Map Highlighting 36 Advanced Economies

Adapted from “http://www.24point0.com/ppt-shop/oecd-map-powerpoint” to reflect 36 advanced
countries.
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Appendix D: Definitions, Descriptions & Data Sources
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Appendix D: Definitions, Descriptions & Data Sources (Continued)
Term

Export Diversification

Definition

Source

Export diversification, considered a proxy for economic diversification, is variously
defined as the change in the composition of a country’s existing export product mix or
export destination, or as the spread of production over many sectors. For many
developing countries, and as part of an export led growth strategy, export diversification
is conceived as the progression from traditional to non-traditional exports.

Samen S. (2010).

The International Monetary Fund (IMF) defines newly designated advanced countries
as countries with ‘‘relatively high income levels (comfortably within the range of those
in the [existing advanced] country group), well developed financial markets and high
degrees of financial intermediation, and diversified economic structures with rapidly
Developed (Advanced) growing service sectors.’’ World Bank’s 1989 World Development Indicators defined
Economies
high-income countries as countries with a per capita GNI above US$6,000. According
to the United Nation’s classification system, developed countries are countries in the
top quartile in the Human Development Index (HDI-distribution). The HDI is a
composite index of three indices measuring countries’ achievements in longevity,
education, and income.
The IMF defines ‘‘emerging market and developing countries’’ as countries that are
not advanced, but there is no explicit definition of what constitutes an advanced
Developing Economies country. According to the United Nation’s classification system, developing countries
are those in the bottom three quartiles in the Human Development Index (HDIdistribution).
Small Island Developing States (SIDS) category represents the intersection of three
groups — small states, island states, and developing or least-developed states —
which all face significant challenges in their own right. Consequently, SIDS are among
the most vulnerable states in the international community. There is no consistent
definition of ‘small states’. A population threshold of 1.5 million is often used, although
Small Island Developing some states with somewhat larger populations may be included on the ground that
States (SIDS)
they share the relevant characteristics, and higher thresholds have been suggested,
along with other measures such as land area and total gross domestic product.
For the purposes of this study, the SIDS included in the study were selected from the
57 economies recognized as SIDS by the United Nations based on availability of data.
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Appendix E: Merchandise: Total World Export Trade (1948–2016)

ECONOMY
World ($Billions)1
Regions (%)
Developing economies
Transition economies
Developed economies

Developing economies by region (%) 2
Developing economies: Africa
Developing economies: America*
Developing economies: Asia
Developing economies: Oceania

1948

1953

1963

1973

1983

1993

2003

2014

Change
b/w 1948
vs 2014

59

84

157

579

1,838

3,688

7,380

18,494

18,435

31.78
2.73
65.5
100.00

30.14
3.90
65.97
100.00

22.99
5.17
71.84
100.00

20.39
4.18
75.43
100.00

26.97
5.45
67.58
100.00

27.32
1.72
70.96
100.00

32.52
2.64
64.84
100.00

44.63
4.01
51.36
100.00

12.85
1.29
-14.14
0.00

7.43
12.27
11.95
0.13
31.78

6.80
10.79
12.39
0.15
30.14

5.8
6.93
10.12
0.14
22.99

4.79
4.90
10.52
0.17
20.39

4.41
5.83
16.63
0.09
26.97

2.42
4.29
20.49
0.12
27.32

2.36
5.15
24.93
0.07
32.52

2.92
5.70
35.94
0.07
44.63

-4.51
-6.57
23.99
-0.06
12.85

Source: 1 - International Trade Statistics 2015, World Trade Organization. / 2 - UNCTAD
* - This group primarily includes Latin America and The Caribbean
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Appendix F: Bahamas Imports & Exports by Category
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Appendix G: The Bahamas – SWOT Analysis
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Appendix H: Mauritius Industrial Transformation – Share of Total Exports, 1980–2010
(percent)
Areas
Food and live animals
Cane sugar
Fish and fish preparations
Miscellaneous manufactured goods
Articles of apparel and clothing accessories
Jewellery, goldsmiths' and silversmiths'
wares
Ships' stores and bunkers
Total exports of commodities
Transportation
Passenger
Freight
Travel
Business
Personal
ICT
Other services
Total exports of services

Total exports

1980

1990

1995

2000

2007

2008

2009

2010

0.00
68.87
1.33
0.00
17.99

0.00
29.68
0.92
0.00
52.34

0.00
24.88
2.58
0.00
55.29

0.00
8.31
1.44
0.00
37.12

15.13
7.37
6.29
24.60
21.23

13.09
5.87
5.63
19.94
16.96

14.37
5.28
6.97
21.41
18.05

14.20
5.25
6.94
20.05
16.31

0.00
0.00
100.00

0.94
3.24
100.00

0.98
2.24
100.00

0.97
2.71
57.85

0.78
4.19
53.64

0.78
6.35
48.22

0.97
4.26
47.66

1.41
5.15
47.37

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

8.79
0.00
0.00
21.32
0.00
0.00
0.74
11.30
42.15

9.83
8.15
0.55
27.89
9.92
17.97
1.31
7.33
46.36

9.35
7.78
0.61
30.58
10.68
19.90
1.89
9.96
51.78

9.07
7.39
0.56
28.81
10.17
18.65
1.92
12.54
52.34

7.35
5.89
0.51
25.38
8.61
16.77
2.00
17.90
52.63

100.00

100.00

100.00

100.00

100.00

100.00

100.00

100.00

Adapted from “Export Diversification and Economic Growth: The Case of Mauritius”, by
Sannassee, R. V., Seetanah, B. & Lamport, M. J., 2014. WTO, Geneva, 11-23.
https://www.wto.org/english/res_e/booksp_e/cmark_chap1_e.pdf
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Appendix I: Singapore’s Industrial Transformation

Industry Focus

Products

1960s

1970s

1980

1990s & 2000s

Labor intensive,
import substitution,
low value added

Export-oriented, medium
value added,
semi-skilled,
semi-automated

Value-added,
highly skilled,
technology
intensive, highly
automated

Very high valueadded technology,
knowledge-based
manufacturing and
services

Services
Industries as 2nd
engine of growth,
development of
SMEs (Small
Medium-sized
Enterprises)

Regionalization as
external economic
wing

Industrial
electronics,
computers and
peripherals,
integrated circuit
(IC) testing,
automotive,
aerospace and
other precision
engineering
components, fine
chemicals, petrochemicals,
pharmaceutical
and medical
devices

Wafer fabrication, IC
design, biotech,
research and
development,
petrochemical hub
(Jurong Island), infocommunication and
media medical
services, logistics,
education and
others

Sugar, soap, beer,
other beverages,
TV, oil refining,
basic chemicals, car
assembly, cement,
construction steel

Consumer electronics,
semiconductor
assembly, textile and
garments, oilfield
equipment and services

Adapted from “Singapore Local Economic Development: The Case of the Economic
Development Board (EDB)”, by Yuen, B., 2009.
http://siteresources.worldbank.org/INTLED/Resources/339650-1194284482831/43561631211318886634/SingaporeProfile.pdf.
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Appendix J: The Bahamas Map with Proposed Clusters

Adapted from “Public domain maps of The Bahamas”, https://ian.macky.net/pat/map/bs/bs.html.
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Appendix K: Paper 1 – How Does Export Diversification Impact Economic Growth?

Note to reader:
The following article has been accepted for publication in the Muma Business Review
and is currently in press.

How Does Export Diversification
Impact Economic Growth?
Tagline
While many studies have examined the differences in the economic growth experience of
countries around the world, the more recent studies have focused on explaining the huge gap
between rich and poor countries with a view to understanding why parts of the world are not
catching up. The paper conducts a literature review to determine the key drivers of export
diversification and economic growth, and to examine whether export diversification propels or
hinders economic growth.
Keywords
Export Diversification, Economic Growth, Developing Countries, Developed Countries, Small
Island Developing States.
Executive Summary
The paper uses a mixed method approach to conduct a literature review of existing econometric
studies to determine the key drivers of export diversification and economic growth and to
examine whether export diversification propels or hinders economic growth. The paper differs
fundamentally from previous studies, as it focuses on identifying the key variables used, the
frequency with which they are used and their degree of significance based on econometric
studies that focused on measuring export diversification, economic growth and the linkage
between diversification and growth in developed and developing countries, while highlighting a
key gap in this literature, namely a lack of empirical studies focused on small island states. The
paper finds that eight variables were used across all studies at a frequency of 10% or greater –
namely, real GDP per capita, education, population, domestic investment, market distance,
openness to trade, export concentration and rule of law. Based on the literature review, the key
factors which support export diversification are human capital accumulation inclusive of higher
education, domestic investment, population, quality of institutions, quality of infrastructure and
market access. Conversely, the factors that retard export diversification or increase export
concentration are economic distance (remoteness from major markets), openness to trade, and
declining terms of trade, foreign direct investment, exchange rate volatility, and exchange rate
overvaluation. Similarly, with regards to economic growth, the literature review suggests that the
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key factors which promote economic growth are rule of law, investment ratio, favorable
movements in the terms of trade, technology, higher education, and increased international
openness while the factors that inhibit economic growth are fertility rate, the ratio of government
consumption to GDP, and the inflation rate. In terms of the key variables used to link export
diversification to economic growth, based on the literature, the six main categories of trade
integration variables include export composition, trade orientation, export structure, geographic
structure, and trade strategy. After having reviewed the extant literature on export diversification
and its relationship to economic growth, one of the overlooked areas of research is a lack of
studies examining export diversification in small island developing states, and how export
diversification may or may not contribute to economic growth in those particular contexts.
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Research Question Review Article
INTRODUCTION
Export diversification is widely recognized as a key vehicle for developing countries to grow and
transform their economies to advanced or developed status. According to the literature, the
process of economic development is typically a process of structural transformation where
countries move from producing "poor-country goods" to "rich-country goods” and export
diversification plays an important role in this process (Hesse, 2008). Further, economists have
found export diversification to be an important factor in explaining the differences in growth
performance of East Asian versus Latin American and Caribbean countries (Agosin, 2009;
Radelet et al., 2001). Thus, this literature review focuses on identifying the key determinants of
export diversification and economic growth, and the link between export diversification and
economic growth as countries move along the development continuum from developing to
developed status.
Definition and measurement of export diversification
According to the literature, there is no common definition of, or metrics to measure, export
diversification (United Nations’ Framework Convention on Climate Change 2016; henceforth,
UN, 2016). Diversification is defined in a variety of ways according to the field of application
(Hvidt, 2013). Within the context of political economy, which is the conceptual framework for this
literature review, export diversification refers to policies designed to reduce the dependence on
a limited number of export commodities that may be subject to price and volume fluctuations or
secular declines (Hvidt, 2013). Consistent with this definition, if a country wishes to improve its
export diversification, considered a reliable proxy for economic diversification, it would change
the composition of the country’s existing export product mix or export destinations, or spread its
production over many sectors (Samen, 2010).
There is a consensus that a country’s degree of export diversiﬁcation depends upon the number
of commodities within its export mix, as well as on the distribution of their individual shares
across sectors (Mejía, 2011; UN, 2016). Various measures have been developed to calculate
an economy’s export diversification. As shown in Table 1, concentration indices serve as a
measure in more than 80% of the econometric studies considered in this review. The primary
concentration indices considered in the studies include the Herfindahl index (HI), HerfindahlHirschman Index (HHI), Gini index and Theil index (State of Hawaii, 2008; UN, 2016). Other
less frequently used measures include variables based on export structure (i.e. horizontal and
vertical diversification) and geographical markets (i.e., diversity of export markets).
Evolution of the main driver of economic growth
Economic growth in developing countries has received notable attention in the development
economics literature over the past 60 years. Prior to WWII, the prevailing development strategy
in many developing countries and particularly in Latin America, Africa, and South Asia was free
trade, premised on Adam Smith and David Ricardo’s classical trade theories of comparative
advantage, specialization, and international labor division (Samen, 2010). Following WWII, and
heavily influenced by the 1950 Prebisch-Singer hypothesis, the development strategy shifted in
favor of import substitution coupled with extensive use of restrictive trade policies to drive
development (Samen 2010).
However, by the mid-1980s, in light of the dismal economic performance of many developing
countries that implemented import substitution and restrictive trade policies in the 1960s, and
1970s, in contrast to the success story of high-performing East Asian economies that adopted
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export-led growth policies, the primary development paradigm again undertook a major shift
from import substitution-led growth to that of export-led growth and openness to international
markets (Samen, 2010; Taylor, 2003). The success of the high-performing East Asian
economies that experienced substantial increases in exports of manufactured goods, and high
growth rates of their GDP over many decades, is creating a consensus in the literature that
export development and diversification is the new engine of growth (Samen, 2010).
This paper uses a mixed method approach to review 48 econometric studies to determine the
key drivers of export diversification and economic growth and to examine whether export
diversification propels or hinders economic growth. This paper differs fundamentally from
previous studies, as it focuses on identifying the frequency with which the key variables are
used in econometric studies that focus on measuring export diversification, economic growth
and the linkage between diversification and growth in developed and developing countries.
For the purposes of this paper, the 48 econometric studies are reviewed based on three
groupings where 18 studies focus on the key determinants of export diversification, 16 studies
focus on the key determinants of economic growth, and the remaining 14 studies focus on the
links between export diversification and economic growth. Further, the explanatory variables are
grouped into three broad categories, namely structural factors, policy variables, and political
institutions.
The paper is structured as follows. Section 2 provides a summary of the empirical evidence on
export diversification. Section 3 provides the methodology for the literature review. Section 4
investigates the measures and key drivers of export diversification in developing and developed
countries. Section 5 extends the analysis investigating the measures and key drivers of
economic growth in developing and developed countries. Section 6 bridges Sections 4 and 5 by
focusing on the drivers that link export diversification and economic growth in the developing
and developed country contexts. Finally, Section 7 concludes the research and identifies gaps
in the literature that emerged from the study.
LITERATURE SUMMARY
Rationale for pursuing an export diversification growth strategy
Based on Ansoff’s four basic growth strategies defined at the firm level (Ansoff, 1957),
diversification within the political economy context has been used as a development (or growth)
strategy to transform an economy from using a single source to multiple sources of income
spread over primary, secondary and tertiary sectors, involving large sections of the population
(UN 2016). See Exhibit 1. It is well known that dependence on primary-product exports is one of
the main characteristics of developing nations (Mejía, 2011), unlike the developed economies
that tend to be involved in primary, secondary, and tertiary activities (Mejía, 2011; Zhang, 2003).
(By way of explanation, primary product exports are those products, frequently commodities,
produced by the primary sector (agriculture). In contrast, secondary product exports are those
products produced by the secondary sector (manufacturing sector); and tertiary product exports
are produced by the tertiary sector (service sector). The key differentiating factor between
primary on one hand, and secondary and tertiary product exports is the knowledge content
embedded in the products.)
Based on the literature, the rationale for promoting economic diversification centers around five
key considerations, namely the need to (1) improve terms of trade, (2) mitigate price instability
in primary commodity markets, (3) counter the depletion of natural resources, (4) enhance
economies of scale and external economies especially associated with manufacturing and (5)
reduce portfolio risk (Samen, 2010). Consequently, while diversification is primarily promoted as
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a development strategy to achieve the twin goals of stability and sustained economic growth,
various economists argue that developing countries may engage a diversification strategy to
attain multipronged objectives that include (1) meeting the challenges of unemployment and
lower growth which feature prominently in some developing countries (Samen 2010), (2)
stabilizing export earnings through diversity of export product mix and destination markets
(Hvidt, 2013; Mejía, 2011; Sannassee, Seetanah, & Lamport, 2014; State of Hawaii, 2008), (3)
expanding revenue streams (Hvidt, 2013; Samen, 2010), and (4) retaining and increasing valueadded (Hausmann et al., 2007; Hvidt, 2013) and (5) achieving sustainable growth (Hvidt, 2013;
Mejía, 2011; UN, 2016).
Dimensions of export diversification
According to the trade literature, export diversification can occur by means of related or
unrelated diversification (see Exhibit 2). Within the context of related diversification, export
diversification can take place through horizontal, vertical or cross-sectoral (diagonal)
diversification although horizontal and vertical diversification are the two more well-known forms
of export diversification (Agosin, 2009; Hvidt, 2013; Mejía, 2011; Samen, 2010; UN, 2016).
Horizontal diversification takes place within the same sector (primary, secondary or tertiary),
and entails diversifying into goods within the same broad category of goods (Mejía, 2011;
Samen, 2010), while vertical diversification entails adding more stages of processing of
domestic or imported inputs by means of increased value-added activities such as processing,
marketing or other services (Hvidt 2013; Samen 2010). Furthermore, vertical diversification
entails a shift from one sector or industry to another, and generally from the primary to the
secondary and tertiary sectors (Hvidt 2013). Thus, vertical diversification encourages forward
and backward linkages in the economy, as the output of one activity becomes the input of
another, thereby upgrading the value-added produced locally (Hvidt 2013).
Risk & Diversification
It is well established in the literature that reliance on a narrow economic base could have
serious economic and political risks for a country and its people in terms of loss of wealth,
income, employment and standard of living (Murphy-Braynen, 2012). Thus, export
diversification can be considered a hedging strategy against adverse trends in commodity prices
and volumes, or other exogenous economic or political shocks (Hvidt, 2013; State of Hawaii,
2008). Hence, risk mitigation is a key objective of export diversification. In this regard, it is
widely accepted that a diversified economy is less sensitive to the ups and downs associated
with a particular industry because risk is spread across multiple industries whereby losses in
declining industries are offset by opportunities in other stronger industries (State of Hawaii,
2008). Thus, in the event of an economic shock or natural disaster in the world economy or a
region, export diversification plays a central role in mitigating the associated economic and
political risks that may accrue in the short and long run (Hvidt, 2013).
Link between export diversification and economic growth
Inasmuch as a number of empirical studies have examined the relationship between
diversification and growth with the earlier studies predicting a monotonic relationship, more
recent studies beginning with Imbs and Wacziarg (2003), found new and robust evidence that
economies grow through two stages of diversification as they move along the development
continuum (Aditya & Acharyya, 2013; Imbs & Wacziarg, 2003). Essentially, the seminal paper
by Imbs and Wacziarg (2003) revealed the presence of a non-linear (i.e. U-shaped) pattern
between production and employment diversification and growth whereby the production and
employment base of poor countries initially tend to be highly concentrated. However, as the per
capita income level of the country grows, poor countries tend to diversify, and it is not until they
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have grown to relatively high levels of per capita income that incentives to specialize take over
as the dominant economic force such that the sectoral distribution of economic activity starts
concentrating again. According to Hesse (2008), the turning point for countries that switch from
domestic diversification to specialization occurred around US$9,000 of per capita income
(based on the Imbs and Wacziarg 2003 study), which means that most developing countries are
actually in the diversifying stage over the course of their development path.
Following the work of Imbs and Wacziarg (2003), several economists examined the relationship
between export diversification and economic growth. In this regard, Hesse (2008) reported
similar findings in that the effect of export concentration is potentially nonlinear with poorer
countries benefiting from diversifying their exports in contrast to richer countries that perform
better with export specialization. Likewise, Klinger and Lederman (2004) and Cadot et al. (2011)
found a similar nonlinear relation between export diversification and economic growth. However,
Van Zandt et al. (2011) poignantly note that these papers simply present a pattern between
development and diversification, while leaving aside questions of causality.
In addition, there is tremendous tension in the literature regarding the factors that drive
economic growth. There is some consensus in the growth literature that trade and economic
factors, inclusive of export diversification, are associated with faster growth and that the
relationship between export diversification and growth is economically large (Agosin et al., 2011;
Al-Marhubi, 2000; Cadot et al., 2011; Hesse, 2007, 2008; Mejía, 2011). However, there are
three other perspectives that also hold prominence in the literature and deserve mention. A
second perspective is that location and climate have large effects on income levels and income
growth through their effects on transportation costs, disease burden, and agricultural
productivity among other channels (Gallup et al., 1999; Radelet et al., 2001). A third perspective
is that the quality of institutions in a country (inclusive of government consumption, rule of law
and bureaucratic corruption) are also important determinants of growth which matter more than
both the trade and economic factors and the geographic factors (Rodrik, 2002; Rodrik et al.,
2004; Van Zandt et al., 2011). Finally, there are other economists who take a more moderate
approach in arguing that differing factors matter depending upon a country’s level of income or
development (Barro, 1996, 2003; Lee & Kim, 2009).
METHODOLOGY
The general databases searched included Google, Google Scholar, ABI/INFORM Global –
ProQuest, EBSCOhost, and Web of Science. Based on these searches, approximately 200
articles, dissertations, and books were obtained and screened for relevance to the research
question. The researcher conducted a review of the references from the selected articles to
expand the pool of articles to be analyzed. Further, the articles were reviewed to determine the
Journals where the articles were published to specifically review those journals to further identify
relevant articles. Additionally, searches were also performed to review other articles written by
researchers who featured prominently among the articles previously identified. The number of
articles was further streamlined by focusing on articles that employed econometric modeling to
study drivers of export diversification and economic growth.
Based on the foregoing, the final number of studies selected for inclusion in the literature review
was streamlined to 48 articles that met the criteria for inclusion in the study. The researcher
performed a detailed analysis of the drivers of export diversification and economic growth used
in the econometric models across the articles. The relevant data from the research analysis was
tabulated to attain a consensus and develop summary findings.
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FINDINGS
The determinants of export diversification
Less than 20% (36) of the 193 economies in the world today are considered developed or
advanced. Sixteen (16) of the 36 developed economies successfully transitioned within the last
60-years (1961 to present). Thus, the transition period for a country to attain “developed” status
can be protracted; as a result, an overwhelming number of countries remain stuck in transition.
Accordingly, the importance of export development and diversification as the new engine of
growth (Samen 2010) for developing countries cannot be overemphasized. However, identifying
the true determinants of export diversification is difficult as there exists no comprehensive
theoretical or empirical framework to capture all potential factors in their entirety (Jetter &
Hassan, 2013). Consequently, the literature review identifies the range of factors used, the
frequency with which they are used and their degree of significance in supporting or inhibiting
export diversification.
Table 1 below depicts the various operationalizations of the dependent variables of interest in
our literature review – export diversification and economic growth.

We review eighteen (18) empirical studies that focused their research on identifying the key
determinants of export diversification. The determinants or drivers of export diversification are
grouped into three broad categories, namely structural factors, policy variables, and political
institutions. The operationalizations of the explanatory variables as grouped in the categories
listed above are depicted in Table 2, which discusses each group of explanatory variables.
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Structural factors
We examine several categories of structural variables that may represent barriers to export
diversification. These include factor endowments (capital accumulation or level of development,
human capital, physical capital, natural resources) and geographic variables.

88

Level of development
Real per capita income, a proxy for the level of development, is an explanatory variable in 72%
of the diversification studies. The relationship between diversification and per capita income is
non-linear wherein an increase in per capita income positively contributes to diversification up to
a certain level of income; thereafter, further increases have a negative effect on export
diversification (Agosin et al., 2011; Imbs & Wacziarg, 2003).
Human capital & demographic changes
Human capital, measured in terms of education, life expectancy, and population, are
explanatory variables in 39%, 11% and 56% of the diversification studies, respectively.
Education – There is a positive relationship between education and export diversification. In
particular, total net enrollment in primary education is one of the two most important predictors
of export diversification (Jetter & Hassan 2013). Further, the literature reveals that higher levels
of education in the labor force allow countries to take advantage of the higher income stemming
from positive terms of trade shocks to develop new export sectors (Agosin et al., 2011).
Population (growth & size) – Population, which serves as a proxy for the domestic market size,
has a positive impact on export diversification in that larger countries tend to be more diversified
due to larger internal markets and a higher degree of product differentiation (Cadot et al., 2011).
Physical capital
Traditional growth theory looks at capital accumulation, which consists of domestic-owned
physical capital and foreign-owned physical capital, as the most important determinant of export
diversification (Alemu, 2008). According to the literature, gross fixed capital formation as a share
of GDP is used to capture the influence of the domestic investment while the ratio of FDI to
GDP is used to capture the effects of foreign-owned physical capital (Alemu, 2008).
Domestic Investment – Found to be a positive driver of export diversification, domestic
investment (public & private) is included as an explanatory variable in 33% of the diversification
studies. According to the literature, unless a country commits a sufficient portion of its national
income to building domestic capital stock, it is unlikely to be able to diversify (Alemu, 2008).
Further, empirical evidence finds that a country which invests a bigger proportion of its output in
capital formation is likely to accumulate the necessary infrastructure and equipment more
rapidly to allow the country to diversify its production basis (Alemu, 2008).
Foreign direct investment – Measured either as the ratio of foreign direct investment (FDI)
inflows to GDP or net FDI to GDP, FDI is included as an explanatory variable in 50% of the
diversification studies. Across the literature, FDI is found to have a significant impact on export
diversification, although the direction of impact is somewhat complex and unsettled. There is
some consensus that FDI supports higher productivity and contributes to export diversification
only when the host country has a minimum threshold stock of human capital to allow for
sufficient absorptive capability of the advanced technologies within the host economy (Alemu,
2008).
Natural resource intensity
Natural endowments is an explanatory variable in fewer than 10% of the diversification studies.
However, it is unclear whether abundant natural resources support or hinder diversification.
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Geography
Market distance is an explanatory variable in 61% of the diversification studies. Based on the
literature, there is a negative relationship between trade costs (distance) and export
diversification whereby distance operates as a cost on trade, making goods with marginal
comparative advantages less likely to be produced and exported (Agosin et al., 2011).
Policy variables
Macroeconomic
Inflation – Though an explanatory variable in 11% of the diversification studies, the impact is
mainly insignificant (Alemu, 2008; Jetter & Hassan, 2013).
Financial Development – Financial development, an explanatory variable in 17% of the studies,
has no significant effect on export diversification (Agosin et al., 2011).
Exchange rate – Exchange rate is an explanatory variable in 44% of the diversification studies.
The literature suggests that an overvalued exchange rate may reduce export profitability directly
while real exchange rate volatility may indirectly reduce export profitability through an increase
in uncertainty (Agosin et al. 2011). Both variables have been found to have a negative effect on
export diversification although researchers generally find the effect of these variables on export
diversification to be insignificant. This does not suggest that exchange rates policies are not
important for the development of the export sector; instead, it suggests that other structural
factors, such as human capital and remoteness, dominate over the potential negative
consequences of exchange rate overvaluation and volatility (Agosin et al. 2011). In contrast,
Abeysinghe and Yeok (1998) empirically investigates the impact of currency appreciation on
exports in the case of Singapore and finds that in the presence of high import content, exports
are not adversely affected by currency appreciation because the lower import prices due to
appreciation reduce the cost of export production.
Trade integration
Trade openness – Trade openness, measured either by the ratio of the sum of exports and
imports to GDP or exports to GDP, is an explanatory variable in 72% of the 18 diversification
studies examined. There is growing consensus in the literature, based on robust empirical
evidence across specifications and indicators that trade openness induces higher specialization
and not export diversification (Agosin et al., 2011; Bebczuk & Berrettoni, 2006).
Terms of trade – Terms of trade, typically defined as the ratio of an index of a country’s export
prices to an index of its import prices, is included as an explanatory variable in 11% of the
diversification studies examined. Based on the literature, consistent with a Dutch disease effect,
improvements in the terms of trade tend to concentrate exports in countries with low human
capital; this effect is lower for those countries with higher levels of human capital (Agosin et al.,
2011). Conversely, the literature suggests that improvements in terms of trade have a positive
effect on export diversification for those countries with relatively high levels of skilled labor since
skill-abundant countries tend to take advantage of the positive real-income effects of terms of
trade improvements to further diversify their exports (Agosin et al., 2011).
Market access
Preferential market access – Preferential market access is an explanatory variable in 22% of the
diversification studies. Proxied by country membership in preferential trade agreements, some
researchers found a robust positive relationship between preferential market access and export
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volumes as well as the initiation of export of new products (Cadot et al., 2011; Mihov, 2011; Van
Zandt et al., 2011).
Tariffs & barriers – Tariffs and barriers are an explanatory variable in 22% of the diversification
studies. Based on the literature, artificial barriers such as tariffs, quotas, and export costs vary
across the country and have a negative effect on export diversification (Mihov 2011). While
some researchers find these variables to be robustly associated with geographical export
diversiﬁcation (Cadot et al., 2011; Mihov, 2011; Shepherd, 2010; Van Zandt et al., 2011), others
find them to be insignificant (Jetter & Hassan, 2013).
Political institutions
Governance factors – Measured in terms of rule of law (quality of institutions), governance is
included in 56% of the diversification studies examined. Rule of law (quality of institutions) is
positively correlated with diversification.
THE DETERMINANTS OF ECONOMIC GROWTH
“Due to the lack of a unifying theory on economic growth, a substantial volume of empirical
research has multi-theoretical bases. This means that studies draw on several theoretical
frameworks and examine factors highlighted by many paradigms. As a result, findings are often
contradictory and far from conclusive” (Petrakos & Arvanitidis, 2008). Accordingly, the literature
review identifies the factors used, the frequency with which they are used and their degree of
significance in supporting or inhibiting economic growth as countries move along the
development continuum from developing to developed status.
In this section, we review eighteen (16) empirical studies that focused their research on
identifying the key determinants of economic growth. For the purposes of the review, the
determinants or drivers of economic growth are grouped into four broad categories, namely
structural factors, natural resources and capital accumulation, policy variables, and political
institutions.
Structural factors
We reviewed five categories of structural variables that may represent natural and situational
barriers to economic growth. These consist of factor endowments (namely capital accumulation,
human capital, physical capital, natural resources and industry intensity variables) and
geographic variables.
Initial conditions (Level of development)
GDP per capita serves as one of three indicators of the level of development that exists within a
country at a given point in time. GDP per capita is an explanatory variable in 88% of the growth
studies and 79% of the studies that link diversification and growth. Across the literature, the
three indicators used to measure initial conditions or initial level of development include GDP
per capita, level of human capital (educational attainment) and life expectancy. The evidence
indicates that there exists a negative relationship between the starting level of GDP per capita
and economic growth whereby countries with higher GDP per capita tend to grow at a slower
rate than countries with a lower level of GDP per capita. “In particular, if countries are similar
with respect to structural parameters for preferences and technology, then poor countries tend
to grow faster than rich countries. Thus, there is a force that promotes convergence in levels of
per capita income across countries” (Barro, 1991). “The convergence is conditional in that it
predicts higher growth in response to lower starting GDP per person only if the other
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explanatory variables are held constant” (Barro, 2003). Without controlling for other variables,
there is no simple relationship between income levels and growth rates (Barro, 1991).
Human capital & demographic changes
Human capital, which features prominently in the empirical growth literature, has been found to
be an important driver of economic growth. Human capital, measured in terms of education,
health (life expectancy) and population, are included as explanatory variables in 69%, 31% and
81% of the empirical growth studies and 71%, 7% and 57% of the studies that link diversification
and growth respectively.
Education - Many empirical studies use years of schooling at the secondary or tertiary level as
the key indicator for and generally find a significant positive relationship between education and
growth. However, several studies find a weak direct link between education and growth and
cited measurement problems as one possible explanation for the weak link. According to the
literature, what is important for economic growth is not the number of years of schooling alone,
but also the quality of education (that is, the quality of the labor force). However, quality
measures such as internationally comparable test scores, which have much more explanatory
power for growth and is arguably a better determinant of human capital accumulation, tend to be
unavailable for many countries (Barro, 2003).
Several studies disaggregate the education variable to consider different aspects of education.
For example, Barro (1996, 2003) disaggregates the education variable to separately examine
years of schooling for males and females and find a significantly positive effect for males aged
25 and over but find that female education is not significantly related to growth. Similarly, Lee
and Kim (2009) disaggregate the education variable for countries based on their income level
and find that while the effect of secondary education on growth is significant for lower middleincome and low-income countries, more advanced factors like tertiary education and
technological innovation are significant for high-income countries.
Population (growth & size) – Economists have generally given scant attention to the relationship
between demographic change and economic growth. In the econometric analyses examined in
this section, the population variables typically relate to population growth rates and size with the
most commonly used variable being the growth rate of the total population, the working-age
population, or to a lesser extent, the fertility rate. In terms of population size, the variables
typically used include (1) total population, (2) total working-age population (i.e.15 to 65 years),
(3) land area and (4). Gross Domestic Product (GDP).
Population (fertility) growth rates - The studies generally find that increases in population growth
rates and fertility rates tend to be significantly negatively correlated with long-term economic
growth. However, some studies disaggregate population growth and find that when the growth
of the working age population outpaced the growth of the overall population, the growth of GDP
per capita increases (Radelet et al., 2001).
Population (country) size – An expanded literature review finds that country size receives limited
attention as a determinant of economic growth, likely because traditional measures of country
size (i.e. population or land area), generally do not have much explanatory power (Alesina et al.,
2005) or provide inconclusive results. For instance, Barro (2003) and Rose (2006) find no
evidence that country size matters for growth, while Alouini and Hubert (2018) find a signiﬁcant
negative correlation between country size and growth. Similarly, Alesina et al. (2005) find that
size matters for economic performance.
According to Alesina et al. (2005), a country can be small and prosperous or, at the very least,
size alone does not guarantee economic success. They note that: (1) of the five largest
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countries in the world in terms of population, only the United States is rich, (2) among the richest
countries in the world, most have populations well below the world median of about 6 million in
2000, (3) the richest country in the world in 2000, in terms of income per capita, was
Luxembourg, with less than 500,000 inhabitants, and (4) between 1960 and 1990, the fastest
growing country in the world, in terms of income per capita, was Singapore, with a population of
only 3 million inhabitants.
Life expectancy – Used as an indicator of the overall health of the population, life expectancy
has been found to be a significant positive driver of economic growth. However, the positive
effect on growth diminishes as life expectancy increases, and once it passes a particular age
level, further increases actually have a negative effect on growth (Radelet et al., 2001).
Physical capital
Domestic Investment – Found to be a positive driver of economic growth, domestic investment
(public & private) is an explanatory variable in 50% of the growth studies and 79% of the
diversification and growth studies examined in this section. Domestic investment is identified
across the empirical growth literature as the most fundamental determinant of economic growth
by both neoclassical and endogenous growth models (Petrakos & Arvanitidis, 2008). Many
notable studies across the growth literature find a significant positive relationship between
domestic investment and economic growth. However, others find the relationship to be positive
but insignificant (Barro, 1991, 1996, 2003).
Foreign direct investment – FDI is a variable in 36% of the studies that link export diversification
and economic growth. Further, an expanded literature review finds that FDI not only directly
promotes economic growth by itself but also indirectly promotes economic growth via its
interaction with human capital and technology (Borensztein, De Gregorio, & Lee, 1998; Choe,
2003; Li & Liu, 2005; Tang, Selvanathan, & Selvanathan, 2008). For example, according to Li
and Liu (2005), the interaction of FDI with human capital exerts a strong positive effect on
economic growth in developing countries, while the interaction of FDI with the technology gap
has a significant negative impact.
Based on the literature review, there is a debate as to the relative importance of FDI and
domestic investment in supporting economic growth. While some notable studies such as
Borensztein et al. (1998) find that FDI contributes more to economic growth than domestic
investment when the host country has a minimum threshold of human capital, others such as
Tang et al. (2008) find the opposite. Despite the debate, there is a general consensus that
instead of crowding out domestic investment, FDI is found to be complementary with domestic
investment in supporting economic growth.
Natural resources & industry intensity
Natural resource intensity – Natural endowments, which may form the bedrock of a comparative
competitive advantage, is included as an explanatory variable in 19% of the growth-only studies
examined; however, this variable is not included in the studies that link diversification and
growth. Researchers generally find a negative relationship between countries endowed with
abundant natural resources and economic growth as these countries tend to place overreliance
on the natural resources to the detriment of other sectors of the economy (Radelet et al., 2001).
Conversely, Bebczuk and Berrettoni (2006) and Lederman and Maloney (2003) compellingly
contradicts the general perspective having found natural resource abundance has a positive
effect on growth.
Technology intensity – This variable is an explanatory variable in 13% of the growth studies, but
it is not included as a variable in any of the studies that link diversification and growth.
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Technology intensity is measured using either (1) R&D to GDP or (2) number of patents per
segment of the population. Technology intensity is found to have a significant positive effect on
economic growth for upper middle- and high-income countries (Lee & Kim 2009). According to
Bassanini and Scarpetta (2003), there seems to be a consensus that R&D may have a
persistent effect on growth; that is, higher R&D expenditure would, other things equal, be
associated with permanently higher growth rates.
Geography
Geography, measured in terms of market distance, geographic structure, and environmental
vulnerability are included in 19%, 25% and 6% respectively of the empirical growth articles
examined. Market distance is found to have a negative effect on economic growth. The
commonly used measures of market distance are distance from major markets (i.e., New York,
Tokyo, and London) and a country’s distance from the equator. Geography is an exogenous
determinant for which the main challenge is to identify the main channel(s) through which it
influences economic performance (Rodrik et al., 2004). Based on the literature, geography may
influence growth directly through the level of productivity and transport cost. However, location
and climate have large effects on income levels and income growth, through their effects on
transport costs, disease burdens, and agricultural productivity, among other channels (Gallup et
al., 1999).
Policy variables
Macroeconomic
A central objective of macroeconomic policies is to provide a stable macroeconomic
environment that fosters sustained economic growth while keeping inflation low (Bick, 2010;
Chen & Feng, 2000; Gokal & Hanif, 2004). Growth studies have, however, considered three
issues with respect to macroeconomic policy settings, namely (1) the benefits of establishing
and maintaining low inflation, (2) the impact of government deficits on private investment, and
(3) the possibility of negative impacts on growth stemming from too large a government sector
(Bassanini & Scarpetta, 2003).
Inflation – Included as an explanatory variable in 31% of the growth-only studies and less than
10% of the studies that link diversification and growth, the empirical findings on the inflation and
growth relationship have been mixed. There is some evidence that high and volatile inflation has
a negative and statistically significant effect on growth. Further, some researchers find that
statistically signiﬁcant results emerge only when inﬂation is above 10% (Barro, 1996, 2003,
2013; Bassanini & Scarpetta, 2003; Bick, 2010; Gokal & Hanif, 2004; Khan & Ssnhadji, 2001).
Based on the literature while contemporaneous inflation has substantial explanatory power,
lagged inflation values did not (Barro, 2003, 2013).
Financial development – Financial system is endogenous with respect to general economic
development and is included as an explanatory variable in fewer than 10% of the growth, and
diversification and growth studies examined. According to the literature, financial systems
promote economic growth by providing funding for capital accumulation and by helping the
diffusion of new technologies (Bassanini & Scarpetta, 2003). Based on the literature, the ratio of
private financial system credit to GDP is the more frequently used measure of financial
development. On the issue of causality, there appears to be a contradiction in the literature as
some analyses find that growth may prompt the development of financial systems, thus there
may be an element of reverse causality (Bassanini & Scarpetta, 2003), while others find
causality runs from financial development to economic growth, but not in the opposite direction
(Caporale, Rault, Sova, & Sova, 2009).
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Exchange rate – For the basic same reasons as previously discussed, real exchange rate
volatility and exchange rate overvaluation have both been found to have a similar negative
impact on economic growth. Exchange rate is included as an explanatory variable in fewer than
10% of the growth, and diversification and growth studies examined.
Trade integration
Trade openness – Trade openness is an explanatory variable in 81% of the growth studies and
79% of the studies that link diversification and growth. Trade openness is measured by the ratio
of exports plus imports to GDP. The relationship of trade openness to growth makes for
interesting and rich debate with numerous divergent perspectives posited by distinguished
economists such as Barro (2003), Radelet et al. (2001), and Gallup et al. (1999) who find a
positive relationship while Lee and Kim (2009) and Rodrik (2004) find that openness is not
important for growth.
Terms of trade – Terms of trade, measured as the ratio of export prices to import prices, is
included as an explanatory variable in 19% of the growth-only studies and less than 10% of the
diversification and growth studies examined in this section. The literature finds that changes in
the terms of trade have a positive and statistically significant effect on economic growth.
Changes in the terms of trade, which depend primarily on world conditions, have often been
stressed as an important negative influence on developing countries, which typically specialize
their exports in a few primary products with relatively low export prices (Barro, 1996, 2003).
Political institutions
Fiscal policy – Fiscal policy, measured in terms of savings, government consumption, and
national debt, are explanatory variables in 13%, 38% % and 13% of the empirical growth studies
examined. Based on the literature, savings is positively associated with economic growth while
government consumption and national debt are negatively associated with economic growth.
The empirical results suggest evidence of an inverse, nonlinear relationship between debt and
growth with higher levels of initial debt having a proportionately larger negative effect on
subsequent growth (Checherita-Westphal & Rother, 2012; Kumar & Woo, 2010).
Governance measures – Governance, measured in terms of rule of law (quality of institutions)
and democracy index are explanatory variables in 50% and 19% of the empirical growth studies
examined. Rule of law (quality of institutions) is positively correlated with economic growth.
However, as it relates to the democracy index, there is evidence of a nonlinear relationship
whereby at low levels of political rights, an expansion of these rights stimulates economic
growth. However, once a moderate amount of democracy has been attained, a further
expansion reduces growth. Further, democracy does not emerge as a critical determinant of
growth (Barro, 1991, 1996, 2003).
DISCUSSION
The link between export diversification and economic growth
“During the last two decades, the role of international trade has received considerable attention
in the literature on economic growth. Yet there have been remarkably little systematic empirical
investigations into the implied links between export diversification and long-term growth” (AlMarhubi, 2000). Therefore, the implied links continue to be highly controversial.
The ex-ante theoretical predictions assume that two primary mechanisms explain the link
between export diversification and economic growth. The first mechanism concerns the
stabilization of export income, which is particularly important for developing and less developed
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countries whose primary export products (commodities) often suffer from price fluctuation in the
international markets. These fluctuations, in turn, may elevate uncertainties in macroeconomic
conditions which may be harmful to economic growth. In essence, a higher degree of export
diversification has the ability to reduce the volatility of export prices of goods by creating greater
stability in export income. More stable export income will increase purchasing power, boost
investment and as a consequence result in higher economic growth (Ghosh & Ostry, 1994).
Consistent with predictions by Prebish-Singer, Agosin (2007) further noted that low levels of
export diversification will lead to high fluctuations in export income which in turn depresses
economic growth.
Several studies analyzed in this paper sought to identify the specific channels through which
export diversification is linked economic growth. Agosin (2009) speculated that there are two
channels through which diversified export growth stimulates output growth: (1) portfolio effect
and (2) the dynamic benefits associated with successful efforts to diversify comparative
advantages.
Despite the possible links identified above, Samen (2010) identifies studies which challenge the
position that export diversification and economic growth are linked.
Moreover, the empirical results to date do not resolve the theoretical contradictions. On the one
hand, the literature indicates that diversified exports have a positive effect on growth in general
(Lederman & Maloney, 2003) and is robustly demonstrated to have a positive effect on the
economic growth of developing countries (Agosin, 2009; Hesse, 2008). On the other hand,
according to Al-Marhubi (2000), most existing empirical work has been confined largely to
examining various aspects of trade, with particular emphasis on the importance of trade
orientation, export expansion, and export composition. To this end, the literature review reveals
that researchers tend to study the following dimensions of the trade, export diversification and
economic growth relationships:
1. Export composition – Export composition relates to industry composition (specifically
primary, secondary & tertiary sectors) and product composition (i.e. rich country goods
versus poor country goods). As summarized in Table 2, the natural resources and
industry intensity variables are used, on average, by less than 5% of the studies
examined.
2. Trade orientation – Trade orientation relates to import substitution versus export-led
growth. The primary indicator is trade openness and, as shown in Table 2, 77% of the
studies use this indicator.
3. Geographic structure – Geographic structure relates to market distance, export
destinations/trading partners, and environmental vulnerability. As shown in Table 2,
market distance was used in 61% of the export diversification studies while export
destination/trading partners, and environmental vulnerability were used in less than 10 %
of all studies.
4. Trade strategy – Trade strategy relates to preferential market access and tariffs &
barriers. As shown in Table 2, preferential market access and tariffs & barriers were
used in 22% of the export diversification studies.
CONCLUSION
Gaps in the literature
After having reviewed the extant literature on export diversification and its relationship to
economic growth, it is evident that there is a stark absence of research examining the extent of
export diversification in Small Island Developing States (SIDS). More important, it is unclear if
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and how export diversification contributes to their economic growth. This is surprising since
SIDS represent an aggregate (domestic) population of 67 million with a combined GDP of $605
billion and are often located in geographic areas that are particularly prone to weather or other
natural events that may significantly impact their growth and long-term survival. Furthermore,
some SIDS suffer significant brain drain to developed countries, depleting the best of their
human capital, which not only further threatens the survival of these states, but also adds to the
immigration concerns in developed nations.
The 2002 UN report highlights multiple factors which make export diversification particularly
challenging for small island developing states (Binger et al. 2002). The challenges arise from an
interplay of a number of special factors including smallness, remoteness, geographical
dispersion, vulnerability to natural disasters, the fragility of their ecosystems, constraints on
transport and communication, isolation from markets, lack of natural resources, limited fresh
water supplies, heavy dependence on imports and limited commodities, depletion of nonrenewable resources, migration (particularly of personnel with high-level skills) and their limited
ability to reap the benefits of economies of scale. Yet, there are several small islands that have
successfully evolved from developing to developed nation status, suggesting that there may be
a path by which SIDS can become economically advanced. Thus, studying export diversification
patterns in small island developing states and their link to economic growth is of crucial
importance to inform economic policies in those countries. Accordingly, the proposed study is
highly warranted.
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Exhibit 1: Concept Map on Corporate Growth Strategies inclusive of Diversification Growth Strategies
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Exhibit 2: Concept Map on Economic Diversification Determinants, Sectors, Stages & Outcomes
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